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To the reader
§ A sound insurance program is absolutely essential to the exist
ence and continued survival of a business—particularly, of course,
the smaller business, which can rarely afford to self-insure, spread
risks or take other calculated risks often assumed by large busi
nesses.
§ To a small business, even a small loss can often be a serious
setback—a larger loss ruinous. CPAs have a great opportunity to
serve the managements of these small businesses by advising on
the prevention of loss through adequate insurance coverages
obtained at the lowest possible cost.
§ This bulletin is devoted to areas of insurance in which CPAs
can provide assistance in meeting management’s insurance needs.
The objective of the bulletin is to review some of the important
aspects of business insurance and to provide the local practitioner
with ideas which may be used in advising his clients in the
strengthening of their insurance programs.
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The Review of the
Insurance Coverage
of the Small Business

Introduction
I t is well accepted by larger businesses that the all-important
function of insurance should be the responsibility of a major
financial executive. In the largest businesses, insurance specialists,
or even a whole department of specialists, are employed to ad
minister the insurance program—a fact which points up the
importance of this function in today’s economy.
Insurance has become a complex subject and proper planning
and administration of an insurance program are musts in any busi
ness operation. They are necessary not only for protection against
the threat of loss, but also for the reason that proper insurance
planning and administration produce profits by controlling what is
a sizable cost to many businesses today.
As in most other phases of the conduct of the business opera
tion, the big business has recognized the need for expertness in
the administration of insurance matters and has profitably invested
in obtaining such expertness. Insurance surveys are now common.
They are generally made by the growing number of insurance
9

consultants, and the surveys are examples of the expenditure made
by and the importance attached to the insurance function by con
trollers or other big business executives who are charged with the
insurance responsibility.
Small business, on the other hand, rarely has available the
insurance expertness of a well-informed controller, or an insur
ance consulting firm. Many small businesses are fortunate to have
found extremely competent insurance agents or brokers to whom
they can turn for advice or guidance and on whom they can rely
to periodically review the business—for assurance that coverage is
continually proper and is being purchased at the lowest possible
cost. But this is not typical of the small business. In many cases
competent, reliable insurance brokers are often unheeded by the
small business manager who, perhaps not understanding the tech
nical aspects of the advice the broker is trying to give, is inclined
to think of any insurance changes recommended by the broker as
a sales pitch. “If we really needed this coverage, someone would
have sold it to us long ago” is the attitude of some small business
men.
In even worse condition, perhaps, are the small businesses,
which mainly for purposes of business reciprocity, accommodate,
say, three or sometimes even more brokers by purchasing some
insurance from each of them, and throw all the policies in a file,
which almost always leaves gaps in or duplicates coverage. These
businesses generally receive little if any attention in the way of
review or advice from any of the equally confused brokers. None
of them see (nor are they allowed to see, perhaps) the total insur
ance picture.
Misfortune, too, can come to the many small businessmen who
frequently accommodate friends or relatives, and purchase insur
ance from one of several of them as they would magazine sub
scriptions, cosmetics or greeting cards. Just because Aunt Mary
has completed her ninety-day course qualifying her for an insur
ance broker’s license does not necessarily qualify her to provide
adequate insurance guidance, particularly in the complex areas of
the subject. In spite of this, many small businessmen suffer from
the delusion that all brokers are the same and that they all, there
fore, offer the same product, same service and same advice. Why
10

credit is often not given to education, training and experience in
the selection of a competent broker by a small business is truly a
mystery—for the selection of Aunt Mary, just because she is Aunt
Mary, can sometimes prove to be awfully expensive, and often
downright dangerous.
For these and other reasons, the CPA can perform a valuable
service for his small business clients if he, during the course of his
regular work, will review his client’s insurance status. Because of
his intimate knowledge of the client’s operations the CPA can
often provide excellent insurance advice to his client and then
work with the client and the insurance broker to assure that an
improved insurance program is arranged.
The finer points of insurance can become quite technical, but
this does not preclude the CPA from delving into his client’s insur
ance program. A CPA’s general business experience has provided
a basic knowledge of the subject which, at the very least, enables
him to recognize areas of inadequate or absent coverage. Further,
he can bring to his clients the ideas and thinking he has observed
in the insurance programs of other clients. However, if a CPA
wishes to assume a more valuable role to his small business clients
in insurance matters, further knowledge and study of the subject
may be in order. Assistance from brokers in technical matters can
be obtained, admittedly, as a supplement to the CPA’s knowledge,
but this does not obviate the need for a CPA, who believes him
self to be already well grounded, to keep up to date on the subject
—or if he is not well grounded, to become so through a program
of study.
It will be the purpose of this bulletin to provide CPAs with a
brief review of some of the more important elements of insurance
which are applicable to both large and small businesses. Discus
sion will be limited to what is generally called commercial casualty
insurances, for bulletin space does not permit expansion into life
insurance or other employee "fringe benefit” insurance areas. It
is hoped that the bulletin will provide the reader with some ideas
which may be utilized to effect valuable reviews of the adequacy
of an insurance program or to recommend revisions to his client.
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T H E C P A ’S R E V I E W O F H IS S M A L L B U S I N E S S
C L I E N T ’S IN S U R A N C E P R O G R A M

How can a CPA expand his review of a client’s insurance pro
gram? W hat are the principal elements of a successful program
and how may the elements be systematically reviewed by the
CPA? It will be the purpose of the limited number of pages that
follow to provide some of the answers to these questions. Readers
are cautioned to keep in mind that limited space has required that
the discussion be directed primarily to the management aspects of
insurance planning and administration, rather than the myriad of
technical aspects within the subject. The discussion will concen
trate on those areas where the CPA’s review can lead to advice to
management which may have the effect of either revising manage
m ent’s policy in determining appropriate risk coverage and risk
taking or which will contribute to savings in premium cost—or, of
course, both.
Assume that during the course of the CPA’s regular work, the
customary financial audit of prepaid and accrued insurance has
been completed. The work papers have been carefully prepared
—coverages, carriers, policy terms, annual premiums and so forth
are indicated, and correct prepayments and accruals have been
established. Policies have been inspected and coverages have
been reviewed for “adequacy”—adequacy to the extent at least,
that the commonly essential coverages are provided, in amounts
which appear “reasonable.” Apparent discrepancies are, of course,
questioned with management. The foregoing is usually normal
procedure, and in itself serves a valuable purpose, for the pro12

cedure permits an independent inspection of the insurance pro
gram which can and often does disclose either absence, inadequate
or overlapping coverages, or other deficiencies.
But this only scratches the surface in reviewing the insurance
program. Readers are asked to ponder whether the scope of their
typical audit of insurance truly provides adequate research from
management’s viewpoint into the following questions:
1. Have the types of risks the small business faces been care
fully evaluated and determined?
2. Has it been determined whether such risks can be covered
by insurance?
3. Has a realistic determination been made of how much insur
ance should be carried?
4. Has it been well established that the most insurance is being
obtained for the least dollars? Or are savings in premiums possi
ble?
5. Have the insurance administration procedures been carefully
reviewed to determine their adequacy?
These questions will be considered in the succeeding pages of
this bulletin. It is believed that many readers will find that they
can greatly expand their customary review of the insurance pro
gram.
Will such an expanded review require additional time on the
part of the CPA? Yes, and in some cases the expenditure of such
time may be prohibitive during the course of the regular work.
This, however, leads to the logical conclusion that such reviews
should often be conducted on a separate basis. The less intensi
fied review made during the course of the regular work can, from
the experience of some CPAs, provide enough insight into the
potential deficiencies within the insurance program to encourage
management to have a detailed study of the program made on a
separate engagement basis. But here, too, the CPA must be suffi
ciently conversant with insurance to spot deficiencies or potential
deficiencies in the program which justify the more intensive or
special review.
Included in this bulletin (p. 60) is a check list consisting of
13

twenty-eight questions relating to the fundamentals of a success
ful insurance program. The use of this questionnaire plus other
materials in this bulletin should help a CPA to systematically
expand his review of the insurance program.
Now to the considerations within a CPA’s determination of
whether his small business client’s insurance program truly pro
vides maximum security at minimum cost.
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D E T E R M IN IN G T H E R I S K S T H E
S M A L L B U S IN E S S F A C E S

T he foundation of a sound insurance program is a thorough and
complete understanding of a business’ exposures to potential
loss. Only through the establishment of a formal framework, built
from careful analysis of the particular needs or peculiarities of
each individual business, can the program, in the final analysis, be
deemed to be proper. In other words, a diligent insurance-minded
management may have decided to purchase, for less cost, a brand
new “all-risks” policy to replace several existing policies—but have
all of the exposures to risk been thoroughly researched so that the
management has complete confidence that “all risks” are actually
covered to the extent coverage is available? The nomenclature of
the new policy would certainly imply this—but almost equally
certainly it does not mean this.
It is not to be inferred here that a CPA must advise his client
to purchase an insurance policy to cover every conceivable expo
sure-only that every conceivable exposure be recognized by the
CPA and thoroughly explained to and understood by the client.
The client may then decide, perhaps on the basis of the CPA’s
advice and discussion with his insurance agent, whether coverage
can be or should be obtained.
In determining a client’s exposures to loss, it is generally helpful
to think of them in terms of: (a) risks against which it is essential
to provide coverage—to the extent coverage is available; (b ) risks
against which it is desirable to provide coverage—to the extent
coverage is available; and (c) risks against which coverage is
15

available—but where a management may elect to take “calculated
risks” and self-insure.
The essential coverages are, of course, those which if not carried
could cause a business to suffer a catastrophe or financially serious
loss. Included in this category, too, would be those coverages that
are required to be carried by statute.
A desirable coverage would be one which protects against a loss
which, while occurrence might be statistically frequent, would not
be as serious as to amount of loss. Stated another way, a desirable
coverage is one wherein the anticipated losses are more readily
definable as being less material in amount but where the amount
of potential loss can nevertheless be fixed at an amount where it
becomes desirable to cover the risk.
Insurance coverages which fall into the available category rep
resent those which provide protection against losses from expo
sures even less serious in nature and generally, but not necessarily,
infrequent in occurrence. The election to purchase available cov
erages or to self-insure requires that the risk be definable to the
extent that premium cost may be carefully compared to the poten
tial loss before insuring.
In reviewing for exposures, it is helpful to concentrate on them
in this order for in the small business, particularly, it is requisite
that coverages be provided against the business risks which could
prove disastrous. They obviously, therefore, bear primary consid
eration.
But there is a trap in applying this method to the review of
exposure if the CPA is to think of the coverage classification
described in too stereotyped a way. In analyzing the insurance
needs of two businesses, for example, a contractor and a whole
sale furniture dealer, it is most likely that certain forms of cover
age will be of greater importance in one circumstance than in the
other. Tempered to this extent, the approach is then valuable in
the CPA’s appraisal of risk.
Another worthwhile subdivision in reviewing for exposures is
to segregate the risks in terms of:
1. Buildings and equipment
2. Other assets—inventories, cash, accounts receivable, etc.
16

3. Liability for damages or injuries to other parties (third-party
actions)
4. Consequential losses—including business interruption, or
other forms of loss of profits, or use of property insurance
This division will often enable the CPA to direct his thinking.
By concentration on potential losses to the buildings and equip
ment, for example, it is more likely that all of the factors, such as
locations, type of construction, replacement values, possible need
for appraisals or engineering assistance, will be taken into con
sideration. By next directing attention at the other assets of the
business, generally those appearing right on the balance sheet
itself, an analysis of the exposures to loss of cash, receivables,
inventories and so forth, can be simplified. In turn, if all of the
exposures to other parties are then considered, the review is made
more thorough. A CPA, through his knowledge of his client’s
products, operations, client employee actions, contracts and state
laws, should have little difficulty in determining third-party expo
sures which exist for public liability, slander, defamation, false
arrest, product liability and so forth if the entire third-party area
is placed in perspective and a directed review undertaken.
Research has failed to disclose a magic formula by which a sur
vey of exposures can guarantee that no risk has been overlooked,
or improperly classified. Yet, at the same time, there are tools
available by which the extent of a risk may be measured. These
tools are not only subjective—many are quantitative. For example,
by considering quantitative historical data as to amounts of loss
and frequency of such losses, future uncertainty can be narrowed.
Considering the quantitative factor of administration cost in estab
lishing proof of smaller losses will often assist a decision to cover
or not to cover. There are other guides to risk measurement which
relate to the individual conditions within each business. And no
two businesses are identical as to conditions.
There are physical conditions and factors, as well as psycholog
ical conditions and factors, which contribute to the degree of risk
in any given situation. Careful quantitative analysis of the phys
ical factors, i.e., location, type of structure, type of occupancy,
types of exposures, etc., and a quantitative analysis of the psycho
17

logical factors, such as management’s mental attitude in attempt
ing to control loss through safety or other loss control programs,
can be extremely helpful in measuring the extent of a risk. If the
extent of a risk can be intelligently measured by the use of the
available yardsticks, insurance coverage decisions are simplified
and can be made more intelligently. This bulletin cannot expand
on all of the available methods of measuring risk. The reader wish
ing to expand his knowledge of this area is referred for further
study to any of the texts listed in the reference list in this bulletin
(p.86).
The key to the successful survey by the CPA rests upon his
knowledge of insurance risks and available coverages, and the
depth of his analysis of his client’s operations, financial affairs,
facilities and employee activities. The analysis must include the
answering of probably hundreds of questions, either consciously
or subconsciously. As a supplement to the CPA’s analysis and
judgment, the use of a check list of exposures can be extremely
valuable. Such a check li s t is included in this bulletin on page 32,
following the short discussion which next follows on the deter
mination of whether insurance is available to cover the exposures
the risk and exposure analysis may turn up.
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T H E D E T E R M IN A T IO N O F W H E T H E R T H E
C L I E N T ’S R IS K S C A N B E IN S U R E D

Generally speaking, there are few business risks which cannot
be covered by insurance. Yet, many small businessmen are seem
ingly unaware of the existence of certain forms of insurance pro
tection. They often seem aware of risks they face but assume that
the risk cannot be covered, laboring perhaps under the belief that
if coverage were available it would have been sold to them long
ago.
In this area of “can the risk be insured,” the CPA can be of real
value to his client. It will be the purpose of this section to discuss
some of the important business insurance coverages with which
small businessmen appear to be least familiar. Assuming this to be
true, it may follow that CPAs, too, are least familiar with the forms
to be discussed. It is recommended, too, that, as a supplement to
the limited number of coverages that will be discussed in this
section, the check list of insurance coverages included in this bul
letin (p. 32) be studied by CPAs, and that coverages mentioned
therein with which the reader is not familiar be studied further.
While it is hoped that this check list will provide readers with
current information on the types of insurance available, it must be
cautioned that coverages are continually changing—not in respect
of the basic type of coverage offered, but in the form in which it is
offered. Developments over the past few years, such as the growth
of “all risks,” “blanket,” “combination policies,” and a variety of
“package policy” offerings are evidence of this. It is obvious, then,
that the CPA must remain abreast of new developments in the
19

insurance field if he is to help his clients in insurance matters on a
continuous basis.
We will now turn to a discussion of some of the more important,
yet often neglected coverages.

Fire and extended coverage
One important area which deserves the CPA’s scrutiny is the
basic fire policy itself. There is rarely a question about any busi
ness having made provision for basic insurance against fire. It is
in the endorsements to the fire policy, however, that trouble often
arises. The continuous renewal of an originally well-designed fire
protection policy often proves dangerous if conditions and circum
stances within the business operation are changing. While the
following discussion by no means covers all of the possible en
dorsements to a fire insurance policy, it includes those which are
representative of some of the more important and are applicable
generally to most businesses. A review of them, it is hoped, will
help to convince readers that it is insufficient to glance at the
amount of coverage stated on the flap of the basic fire policy and
merely evaluate this amount in relation to the insurable value of,
say, the building or contents which it covers. There are bound to
be attendant risks which require protection and only through a
careful review of these extended or attendant risks to a fire and
a study of the endorsements to the policy can assurance be gained
that the business is thoroughly protected in the event of fire. Con
sider the following:
The “extended coverage” endorsement, probably the most com
mon endorsement one would look for on the basic fire policy, is
nonetheless occasionally overlooked or is not written in the best
interests of the business. The endorsement covers loss by wind
storm and hail, and often overlooked is the establishment of a
deductible clause which will, of course, have the effect of reduc
ing the premium. In the event total coverage of loss from these
causes can be viewed only as desirable, rather than essential, a
deductible provision can sometimes be advantageous. It is impor
tant to ascertain whether the deductible provisions applicable to
20

extended coverage and/or to the basic policy coverage do not
conflict to the detriment of the assured’s needs.
A loss by explosion as the result of a fire is covered by this
endorsement, but often overlooked is the exclusion in respect of
the explosion, rupture or bursting of steam boilers, pipes, tur
bines, engines, moving parts of machinery and so forth—when not
the result of a fire. If coverage is required for this risk, it is usually
obtained by a special steam boiler policy, which is explained later.
Other risks usually covered by the extended coverage endorse
ment include loss by (a) riot and civil commotion and, (b ) con
tact of motor vehicles with insured property, except fences, lawns
and driveways.
To summarize, it is questionable whether this endorsement is
always complete and/or properly written in the fire policies of all
smaller businesses.
Other endorsements to the basic fire policy which a reviewer
should look for would provide the necessary protection from all
or some of the following risks. It is not to be inferred that many
of these risks could not be (or may have to b e ) covered by specific
policy rather than endorsement, even though they are listed here
as representing adjuncts to the basic fire policy.
1. Boiler and machinery insurance. This provides the often
neglected coverage of power-driven machinery and equipment
and heating or power generating machinery for loss to the in
sured’s property resulting from explosion or breakdown of one of
the insured objects. Coverage may also include bodily injury and
property damage liability coverage resulting from an accident
involving an insured object. This coverage, as mentioned previ
ously, is usually written on a separate policy basis. Care should
be taken when evaluating the effects of boiler and/or machinery
loss to assure that loss of profits coverage for interruption occa
sioned by the breakdown has been considered by management.
Boiler and machinery loss is a common reason of plant shutdown
and consequent loss of profits.
2. Transportation—inland marine insurance. (As an example of
the many types of risks involving properties removed from prem
ises. ) This particular insurance covers property shipped via most
21

forms of transportation with some exclusions in respect of water
shipment. The purpose in mentioning this type of insurance is
to remind readers of the need to ascertain that the basic fire and
related risks normally extend to other than on-premises coverage.
Like boiler and machinery coverage, this insurance is generally
written on a separate policy basis.
3. Vandalism and malicious mischief, which covers wilful or
malicious physical injury to insured property.
4. The need for sprinkler leakage coverage or fire policy en
dorsement is obvious, and yet is sometimes overlooked. This, of
course, protects from physical damage loss to property from leak
age of water or other substances from an automatic sprinkler
system, or from damage from sprinkler tanks.
5. Water damage, unfortunately, is also not always found to be
covered by endorsement or through special insurance. While it is
quite common to incur loss by (1) water or steam from break
downs in pipes, radiators, or heating, plumbing and air-condition
ing systems or, (2) accidental admission of rain or snow through
doors, windows, skylights, etc., or, (3) breakage of underground
water mains or fire hydrants, there are continuous uninsured losses
suffered by businesses that have not considered this possibility of
loss.
6. The replacement cost endorsement is not included in many
basic fire policies, for the reason, perhaps, that many businesses
do not realize they can insure the full cost to replace or repair with
like kind and quality, without deducting for depreciation. In
other words, the usual insurable value is referred to as “actual
cash value” which in claim settlement generally represents the
cost of reproduction less observed depreciation of the asset. The
replacement cost new endorsement thus eliminates the assignment
of the depreciation factor and assures that a similar replacement
can be made at no additional cost to the assured. It is important
to remember that because of the inflationary spiral, the recovery,
in the event of a casualty, of the depreciated cost of the property
destroyed will in most instances result in an economic loss to the
client.
22

Illustrative of this is the case of a retail store which is six years
old and which originally cost $20,000 to equip. The store is pres
ently in good condition. The present cost of furnishing such a
store would amount to $25,000. In the event of total destruction
of this store, any insurance recovery of less than $25,000 would
require the small business to make good the difference.
This factor can be an extremely important policy provision, par
ticularly to a smaller business, and a CPA can often provide valu
able advice by making sure that his client is aware that full
replacement cost recovery can usually be arranged.
7. Consequential damage endorsements should also be made a
part of the basic fire policy, so that the absence of such coverage
is not unfortunately discovered when loss occurs. Consequential
loss occurs when the loss of one part of a property results in a
reduction in the value of the remaining part or parts of the prop
erty, even though not physically damaged. For example, a small
fire in one end of the plant which causes destruction of the power
or refrigerating system may cause consequential spoilage to prop
erty stored in the other end of the plant, or consequential loss
could occur if the loss of a part of a product results in loss of the
other parts. If the completed coats to, say, five-hundred men’s suits
were destroyed, of what value is the raw material or partially
completed matching pants? Without consequential loss coverage,
there could be no recovery for the loss of value to the physically
undamaged items.
The foregoing are but some of the more common extended or
attendant risks which should be considered when the basic fire
policy is being reviewed. The policy, when originally purchased,
may have been ideal for the circumstances, but to reiterate, with
continual business and/or operational changes, additional endorse
ment may have become necessary. It may be that the survival of
a smaller business could rest upon the need for an endorsement to
what it erroneously believes to be adequate fire and “extended
coverage” insurance. A CPA, in his review, should make sure that
such “extended coverage” truly “extends” to all of the exposures.
Some other types of insurance which are of a somewhat less
common nature and which are often not utilized by the smaller
business are worthy of brief discussion.
23

Credit insurance
Many smaller businesses that have purchased credit insurance
acknowledge that premiums are quite high, but few of them, once
the need for it has been established and the decision has been
made to purchase it, would cancel for this or any other reason.
Credit insurance is not available to all businesses, particularly
those in retailing or businesses in which loss experience is too erratic
for the determination of premium. Further, credit insurance is by
no means an essential, or even desirable coverage for many small
businesses. As a result of these two factors, only a small minority
of the country’s businesses find it either possible or worth while
to carry credit insurance. In some cases, however, and particularly
in smaller businesses where a large credit loss could prove espe
cially serious, it can be an extremely comforting addition to the
insurance program. It is most valuable in situations where:
1. Customers are concentrated in one line of business
2. Sales to customers are relatively infrequent, and are made
in large dollar amounts
3. A limited number of large customers account for the prin
cipal dollar amount of sales
4. Customers are concentrated in one region which is suscepti
ble to flood, crop failure or other like disaster
5. When the business need to increase or maintain sales requires
the business to take greater credit risks
There are, in general, two types of credit insurance. The first is
written to provide forward coverage, that is, the policy is written
to protect against loss resulting from sales which will be made in
the coming twelve months. The other form is written to cover
current amounts in the event of loss in the twelve-month period.
Co-insurance is made a part of a credit insurance policy in
almost every case, but occasionally policies may be purchased
without it. The reason for this, of course, is to make the insured a
partner in the event of loss, and when the insured must bear, say,
20 per cent of such losses, the insured is more likely to exercise
24

caution in the amount of credit extended and the administration
of the collection function. The introduction of co-insurance to the
policy also, of course, keeps the premium cost down.
Credit insurance is not intended to cover normal bad debt losses,
but rather the unusual losses. When a policy is written, a primary
loss, as it is called, must be self-insured by the purchaser of the
policy. The primary loss is generally expressed as a percentage of
sales, usually less than 1 per cent depending on “normal” losses,
and in the event of loss, this amount is deducted from losses sus
tained after application of the co-insurance provisions. In effect,
this primary loss provision operates as a form of “deductible” to
the extent that the business would have normally established or
added to its bad debt reserve.
Annual credit losses exceed fire losses. In certain situations,
CPAs can provide a valuable service by calling the potential
advantages of credit insurance to the attention of some of their
smaller business clients.*

Accounts receivable insurance
Sometimes confused with credit insurance is accounts receivable
insurance. The former covers the risk of noncollectibility due to
nonpayment whereas the latter provides protection against non
collection in the event the insured is unable to collect outstanding
balances following the destruction or other loss of his records.
It can generally be written to provide for “all risks” protection
including malicious mischief by employees, with only a few minor
exclusions such as war risks and dishonesty of partners, officers or
other principals.
Arranging the amount of accounts receivable insurance, as well
as the settlement of claims, can pose a few complications. The
total amount of insurance to be carried is generally fixed at the
* A booklet on credit insurance was distributed to members of the AICPA in Sep
tember 1961. The booklet, “Commercial Credit Insurance as a Management Tool,”
written by Clyde William Phelps and published by Commercial Credit Company,
is an excellent reference item for CPAs wishing to study the subject further.
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highest amount of receivables during the preceding year. Upon
physical destruction of the records, or other loss of them, the value
of the receivables is generally calculated by using the value at the
same time during the preceding year as a starting point and then
making allowance for variations which are principally determined
by analyzing the trend in business operations and accounts receiv
able values. In many cases, this problem can be overcome, how
ever, by arranging for a reporting-form type of coverage. If
accounts receivable values are reported monthly, it eases the
burden of establishing the loss considerably. Insurance recovery
is, of course, limited to the amount which the insured is actually
unable to collect because of the damage. Recovery can also be
effected for extra, or consequential, costs such as those which
result from interest on loans made necessary by the loss and the
extra expenses which may have been occasioned in the collection
effort and reconstruction of records.
It must be mentioned that proper loss prevention methods, such
as the microfilming of inventory and accounts receivable records
or some other duplication process may, at small additional cost,
reduce or eliminate the need for insurance.
In many businesses, the accounts receivable are consistently,
or at times, the largest single asset. It is surprising, therefore, that
so many businesses have not considered the propriety of accounts
receivable insurance. If a CPA suggests and researches its
potential with a small business client, it may be found in many
cases to have little applicability or desirability —but in many
circumstances the coverage may be extremely valuable. CPAs
should continually keep its availability in mind when reviewing
insurance programs.

Blanket insurance
I ncluded in this bulletin (p. 74) is a relatively detailed illus
tration of how a CPA advised a client on the applicability of
blanket insurance and how its adoption by the client resulted in
obtaining better protection at less cost. For this reason, the blanket
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insurance principle will not be dealt with in detail here.
Blanket insurance is not a special type of coverage, but rather
involves the principle of covering multiple locations under a single
policy. It therefore provides a simplified method of wrapping up
in one package the insurance on a number of properties, in con
trast to a corresponding number of specific insurances. It has
certain other advantages. It can be applied broadly to all of the
real property or all of the personal property or to all property,
both real and personal. It, therefore, is all inclusive and eliminates
the possibility of omitting coverage on any property of the kind
insured at any of the specified locations. This is a broad statement,
and perhaps it should be stated that blanket insurance policies
specifically enumerate exclusions and therefore eliminate the
possibility of omission of coverage against all risks except those
specifically mentioned.
When specific policies are in effect, it is continually necessary to
make sure that coverage is obtained to cover each piece of prop
erty which is intended to be insured. Further, blanket insurance
usually permits free movement of property, stock and so forth
between the various locations without the need of constantly
adjusting coverage to the changing conditions. Under blanket
insurance, each location is rated for premium purposes separately
to arrive at a combined rate but, theoretically, the combined
values at all the locations would be covered at any one location.
This would rarely, if ever, occur in a normal business operation,
but it dramatically illustrates the advantage of free movement—
particularly valuable, of course, to a business whose inventory
values have a tendency to shift radically from one plant to another.
Another feature of blanket insurance is that it can often elim
inate problems in claim settlement. Differences of opinion, for
example, can arise between separate insurers of the buildings and
of equipment. Is loss to the plant’s conveyor system, covered under
the equipment policy, but most of which is actually a part of the
building, really recoverable under the equipment policy? No such
question arises in the mind of a blanket insurer.
Blanket insurance can often be of significant importance to a
smaller business. Its potential should be explored by a CPA in the
review of a client’s insurance program.
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Business interruption insurance
T here are probably very few big businesses that have not care
fully considered the potential loss of prospective income which
would be incurred between the time business operations are
interrupted by fire or other hazard until such time as it would be
possible to re-establish the business to a full operating basis. While
no statistics on the practices of small business could be found,
it is suspected that many are without coverage of this risk. As in
the case of some other coverages, it is a paradox for the big busi
ness which, because of its greater financial resources, could seem
ingly absorb a loss of income far better than the smaller business,
to provide itself with this coverage while the smaller business
does not.
A small business, whose operations cease because of damage to
its facilities, cannot survive very long when fixed overhead costs
continue but sales and profits are not being made. There have
been many situations in which fair settlements for the replacement
of properties have been made—but too late—because the necessary
operating funds to continue the business had been drained off
during the period of idleness. It is extremely important then that
a small business be aware of this risk, and that business interrup
tion insurance, or use and occupancy insurance as it is often called,
is available to cover it.
There are various ways in which business interruption coverage
can be provided, depending on the requirements of the business.
Under one method the protection can be arranged to provide for
losses in earnings, with ordinary payrolls covered for a specified
period or completely eliminated.
Another form of coverage is written on what is called the gross
earning method. This type often affords more flexibility in arrang
ing to cover loss of profits, or continuing expenses, or continuing
payrolls, or both. The form of the coverage selected will vary
depending, of course, on the need of each individual business.
Additionally, there are two types of business interruption insur
ance-valued and nonvalued. Nonvalued policies reimburse the
insured for the amount of profits actually lost because of interrup
tion of the business. Valued policies provide for payment of a fixed
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amount, regardless of the loss of profits, for each day the facility
is out of operation. In most instances it is difficult to arrange for
valued coverage. The client, further, will find valued coverage to
be more expensive, generally, but the big danger is that the client
will over- or under-insure under this type of policy, although it
may be possible to secure valued coverage that varies seasonally.
Although valued and nonvalued types of insurance may appear
similar, the tax treatment accorded the proceeds of each is very
different. It is well settled that the proceeds recovered under a
nonvalued policy are taxable as ordinary income since the recovery
is deemed to be of lost profits. A recovery under a valued policy,
on the other hand, is considered to be compensation for the loss
of the right to use and occupy business property, a property right.
Accordingly, the involuntary conversion provisions of the Internal
Revenue Code are applicable. This difference in tax treatment
may make the valued form more attractive in some circumstances
and it is suggested that the tax considerations be kept in mind
when advising a client on the pros and cons of valued and non
valued policies.
Bulletin space will not permit further detailed explanation of
all of the variations in business interruption insurance, but the
point has nonetheless been illustrated that all of the various forms
and types of coverage should be explored carefully in order that
the most appropriate may be selected.
If a client has already included business interruption insurance
within his program, the CPA should then review the coverage
provided by the policy in some detail. There is no one better
qualified than the CPA, through his intimate knowledge of the
financial affairs of the client, to determine the extent of financial
loss that shutdown could inflict. Business interruption insurance
coverage usually carries co-insurance clauses from 50 to 80 per
cent, depending generally on estimates of how much time will be
required to restore operations. To avoid penalty under the coinsurance clause, the client’s sales, costs and expenses should also
be checked to make sure the co-insurance provisions are being
complied with.
While the CPA may be able to do a commendable job in assist
ing his client in determining the amounts of business interruption
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insurance that should be carried to fully insure potential losses,
there may still be a waste of premium dollars due to the need to
provide coverage for peak periods. This can be obviated in some
cases by arranging for a reporting-type policy. Under the reporting
method, certain limits of coverage are established and estimates
of the required periodic coverages are made at the beginning of
the policy year. At the end of the year, a premium adjustment
form is completed. If coverage requirements have been more
than anticipated, additional premium will be due; if less than
anticipated, a refund or credit will be given to the insured. The
client will be paying only for the insurance coverage he has
actually required. Reporting-form coverage has limited availa
bility, but the possibility of obtaining it should not be overlooked
by a small business management.
One potential added cost factor which businessmen sometimes
fail to consider in not covering ordinary payrolls in the event of a
shutdown, is the extra cost which will probably occur in unem
ployment insurance in the year or years following the shutdown.
For example, if a small manufacturer who has earned a 1.2 per
cent unemployment insurance rate is forced to lay off his thirty
production workers for any time, it is likely that the rate will jump
considerably. Assuming a jump to a 2.7 per cent rate, the addi
tional 1.5 per cent on the taxable wages of thirty employees
(which would generally amount to $90,000 in most jurisdictions)
would cost the client $1,350 in added annual cost during the first
succeeding year. The company would suffer from increased cost
for years after this until favorable experience had again reduced
the rate to the original 1.2 per cent.
Business interruption insurance seems to be most often thought
of in connection with manufacturing operations. Actually, this
protection is available to many other types of business. Schools,
for example, can protect their tuition and fee structure in the event
refunds are made necessary by loss of facilities. Rental income
from a realty operation, as another example, can also be covered
by rents and rental value insurance. Professional firms—CPAs,
insurance brokers, lawyers, etc.—who would probably not lose
revenue because of damage to facilities can nonetheless obtain
extra expense insurance to cover the higher cost of temporary
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quarters. Consider this type of risk, then, regardless of the nature
of your client’s business. Coverage can generally be arranged to
protect the income or extra expense, regardless of its nature. In
this connection, readers are referred to the consequential loss
section of the insurance coverage check list included in this
bulletin (pp. 37—38).

Employee fidelity insurance
Another area of coverage with which CPAs should be thoroughly
conversant is employee fidelity insurance. The existence of ade
quate coverage against these risks is an important part of a client’s
insurance program. While it is probably safe to assume that most
CPAs are already well informed on insurance against these risks,
the reference list in this bulletin (p. 89) includes three excellent
pamphlets published by The Surety Association of America which
deal with fidelity insurance coverage. CPAs are encouraged to
review these pamphlets.
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L O S S E X P O S U R E C H E C K L IS T

T he following check list of exposures has been prepared for the
CPA’s use as a guide to assure himself that he has adequately
reviewed the risks his client faces. This list is not held out to be
all-inclusive, but it is believed that the great majority of risks
faced by most types of businesses are included.
The purpose of the check list is not only to help a CPA identify
uninsured risks and classify exposures in relation to available
insurance, but also to identify duplications of coverage and help
in ascertaining that only necessary insurance is carried.
The exposure check list is divided into four parts:
1. Risks of loss to properties
2. Risks of loss through crime and dishonesty
3. Risks of consequential loss, including business interruption
or loss of profits insurance
4. Risks of loss through liability to others for bodily injury or
property damage
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Group II—Specific Properties
(1) Inventories, patterns, dies,
other property—away from
premises, in transit, at proc
esses

(c) Inventories; supplies, work-inprocess, finished goods (on
premises)

Type of Property and Location
Group I—General Properties
(a ) Building and Structures—
anywhere
(b) Machinery, equipment, furni
ture and fixtures, leasehold
improvements, patterns, dies
(on premises)

Any type loss or damage

Inland Marine “all risk”
Floater

Earthquake Assumption
Sprinkler Leakage
Special Forms
Label Removal

Extended Coverage
(except as to boiler and mechan
ical explosion)

Fire Insurance

Fire
Extended Risks:
Explosion
Windstorm—Hail
Riot—Civil Commotion
Vandalism
|
Smoke
Aircraft
Vehicles
Earthquake
Sprinkler Leakage
Flood—Water Damage
Sale of salvaged inven
tories by insurer

Insurance Available to Cover Risk

Potential Losses From

RISK OF LOSS TO PROPERTIES
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(6) Mobile and portable equip
ment, tools, machinery
(7) Exhibits, displays (wherever
located or in transit)
(8) Glass—premises—or neon or
other signs
(9) Aircraft, engines, instruments,
on ground or in flight
(10) Watercraft
(11) Books, manuscripts, records,
drawings, specifications—on
premises

Type of Property and Location
(2) Boilers, pressure vessels, ma
chinery (located anywhere)
(3) Vaults, safes, other property on
premises
(4) Motor vehicles, trailers, dollies
(located anywhere)
(5) Any properties in transit—by
land, water or air

Plate glass signs or through certain
extended coverages
Aircraft hull covers
Marine hull covers
Valuable papers insurance

Breakage or defacement

Perils of the sea
Any type loss or damage

Fire, windstorm, crash

Property floaters

Mercantile—open stock—safe bur
glary-crime covers
Auto fire, theft, collisioncomprehensive
Rail, motor cargo, air transport and
express, mail and parcel post
coverages
Equipment floaters

Insurance Available to Cover Risk
Boiler and mechanical

Any type loss or damage

Any type loss or damage

Any type loss or damage

Potential Losses From
Explosion, rupture, frac
turing, breakdown
Burglary (forcible entry)
or attempted burglary
Fire, theft, collision
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Type of Property and Location
Group I
(1) Money, securities, other
properties

Trick and device

Fidelity insurance—comprehensive
bonds
Fiduciary bonds

Dishonesty of officers,
employees
Dishonesty of trustees,
fiduciaries
Dishonesty of consignees,
agents or distributors
Robbery, holdup—within
premises
Robbery, holdup—away
from premises
Burglary of safes, vaults,
chests by forcible entry
Burglary of machinery,
equipment, stock by
forcible entry
Theft, mysterious disap
pearance

By extension of burglary and com
prehensive crime coverage or
special forms
Special coverage forms usually

Premises robbery insurance with
comprehensive crime coverage
Messenger robbery insurance with
comprehensive crime coverage
Safe burglary insurance with
comprehensive crime coverage
Open stock burglary coverage

Consignment bonds

Insurance Available to Cover Risk

Potential Losses From

RISK OF LOSS THROUGH CRIME OR DISHONESTY
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Type of Property and Location
Group II
(1) Specific properties
(a) Motor vehicles and
contents
(b) Property sold on condi
tional contract or leased
to others
(c) Checks, drafts, orders for
payment of money

Insurance Available to Cover Risk

Auto theft coverage
Single interest embezzlement
coverage
Depositors and commercial forgery
coverage or comprehensive bonds

Potential Losses From

Theft or pilferage
Conversion

Forgery or alteration
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Insurance Available to Cover Risk
Potential Loss From
(1) Loss or damage to buildings, equipment or stock by Use and occupancy coverage (also called
business interruption) and extended
fire or other peril, resulting in total or partial shut
down or suspension of business resulting in loss of
coverage endorsements
earnings
(2) Loss or damage by fire or other peril to suppliers’ or Contingent use and occupancy coverage
contractors’ facilities resulting in reduction of the
insured’s output
(3) Loss or damage to property by fire or other peril re Rental income coverage
sulting in loss of rents or rental value
(4) Extra expense required to continue in business, or to Extra expense coverage
expedite temporary resumption thereof during re
habilitation of facilities destroyed or damaged
(5) Loss or damage to property by fire or other peril re Leasehold value coverage
sulting in termination of lease and loss of leasehold
value
(6) Damage to buildings necessitating demolition or in Demolition coverage
creased cost of reconstruction because of law or
ordinance
(7) Loss or damage to properties of schools, colleges, or Tuition coverage
similar institutions by fire or other peril resulting in
loss or refund of tuition fees

RISKS OF CONSEQUENTIAL LOSS
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(8) Loss of anticipated profits, commissions, royalties due
to physical causes
(9) Loss due to off-premises power supply as a result of
fire or other peril
(10) Loss from rainfall, such as refund of advance ticket
sales or adverse effect on income from special busi
ness events involving extraordinary advertising or
other expense
(11) Loss of accounts receivable records resulting in in
ability to collect outstanding receivables
(12) Loss of auto use after theft
(13) Loss from mortality or disability of key personnel

Potential Loss From

Extension of auto theft policy
Business life and disability coverage

Accounts receivable coverage

Rental income coverage

Power supply interruption coverage

Profits and commissions coverage

Insurance Available to Cover Risk
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(3) Motor vehicles operated by others (employees, etc.)

(2) Motor vehicles hired

(1) Motor vehicles owned

Group I

Potential Loss From

Auto liability and property dam agemedical payments
Hired car coverage—usually as extension
of regular auto policy
Nonownership—usually as extension of
regular auto policy
The foregoing coverages are available
through comprehensive auto bodily
injury and property damage policy or
by inclusion in blanket third-party
liability and property damage com
prehensive coverage.

Insurance Available to Cover Risk

RISK OF LOSS THROUGH LIABILITY TO OTHERS
FOR BODILY INJURY AND/OR PROPERTY DAMAGE
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Elevator B.I. and P.D.—may be available
as extension of owner’s, landlord’s and
tenant’s basic liability policy
Owner’s, landlord’s and tenant’s B.I. and
P.D.—medical payments may be in
cluded
By extension of basic coverage or special
forms
Manufacturer’s and contractor’s B.I. and
P.D.—medical payments may be in
cluded
Product B.I. and P.D.—may be available
as extension of basic coverages
Contractual B.I. and P.D.—may be avail
able as extension of basic coverages
Sports liability insurance—special cover
ages—may be available as extension of
basic coverages

Insurance Available to Cover Risk

Note: All of the risks in Group II may be covered by blanket third-party B.I. and
P.D. coverage but care should be exercised to assure that it is fully compre
hensive, and nature of excluded exposures fully understood. Use of the
“occurrence” endorsement may broaden coverage.

(5) Manufacture, sale or distribution of products con
sumed, used or handled by public
(6) Hold harmless agreements—assumed liabilities of
others
(7) Sponsorship or participation in sports or athletics

(3) Construction, alteration, demolition—by self or
through or by contractors
(4) Manufacturing or contracting operations—by self or
through or by contractors

(2) Ownership or occupation of premises and ways
adjoining

Potential Loss From
Group II
(1) Ownership or responsibility for operation of elevators,
escalators or hoisting devices
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(7) Damage to real property of others occupied, rented or
controlled by insured—by fire or other insurable
risks—direct or subrogation claims
(8) Injury to or death of employees

(5) Subrogation claims by insurance companies or others
(except as to claims for loss or damage to property
in the care, custody or control of the insured)
(6) Loss or damage to personal property of others in care,
custody, control, on consignment, in storage, held
for repair or processing—direct or subrogation claims

(4) Watercraft

(3) Aircraft operated by others

(2) Aircraft ownership or operation

Potential Loss From
Group III
(1) Bicycles, animals, teams

By extension of material damage insur
ance, especially if liability is assumed.
By bailee’s policies, or third-party P.D.
including contractual coverage of as
sumed liability
Direct insurance on property, especially
if liability assumed. Contractual P.D.
if permissible and available.
Workmen’s compensation

By special forms, but generally included
in basic liability policy
Aircraft B.I. and P.D.—medical pay
ments may be included
Aircraft nonownership B.I. and P.D.—by
separate coverage but often available
in basic liability policy
Marine protection and indemnity—by
separate coverage but sometimes
available in basic liability coverage
General third-party property damage
coverage

Insurance Available to Cover Risk

42

Insurance Available to Cover Risk
Special forms or special arrangements
within basic third-party liability forms
(10) Malpractice
Professional liability coverage
(11) Errors and omissions (which constitute a definite Errors and omissions coverage—generally
third-party exposure to loss to certain interests such
arranged by special form in order to
as fiduciaries, escrow or transfer agents, stock bro
insure complete protection of the
kers, insurance agents or brokers, etc.)
special factors and circumstances
which may result in legal liability.
Usually arranged with deductible pro
visions

Potential Loss From
(9) Alleged slander or libel—false arrest

H A S T H E A M O U N T O F I N S U R A N C E C A R R IE D
B Y T H E C L IE N T B E E N P R O P E R L Y D E T E R M IN E D ?

How much insurance should be carried? This is one of the more
difficult questions within the scope of effective insurance adminis
tration, yet one of the most important to be answered. The advice
as to the actual amount of coverage that a client should carry is
probably only for the CPA who has had training and experience
in engineering or appraising, but the review of how and when
the amounts of the client’s coverage were selected can still be a
valuable service when performed by any CPA.
There are few risks wherein a proper insurable value cannot be
reasonably well established, if care is exercised. There is always
an easy way out of the problem of under-insuring—merely over
insure. But, then the attendant waste of premium dollars makes
the establishment of values that are too high an absolute waste
of money.
In few areas of expenditure can it be so dramatically illustrated
how easy it is to waste money. If most business casualty insurances
were like life policies which have a fixed face amount payable in
the event of death, no wasted cost problem would exist. For life
insurance, the buyer selects an amount of coverage, pays a
premium for the coverage, and the amount of policy payment is
fixed. Not so with casualty insurance. Every dollar in premium
which is spent to insure risks which do not exist, or every dollar
which is paid to insure property values which in fact do not exist
is sheer waste. Insurable value, generally defined as reproduction
cost new, less observed depreciation, or the replacement-new
43

endorsement if elected, will dictate upon settlement of loss. This
value should therefore clearly be determined and used for the
purchase of insurance in order to avoid premium waste. The
formula then is fundamental. All the business need do is to make
sure it has enough insurance, but at the same time not too much.
While this sounds simple, striking the correct balance can pose
many problems.
The remainder of this section will deal with methods which may
be used, as well as brief discussion of the factors to be taken into
consideration, in determining proper insurable values. It will deal
principally with property values, for together with U. & O. policy
valuations, it is in this area that the most significant valuation
problems arise, and is also the area in which more premium-dollar
waste occurs. Fire insurance premiums on properties is on a dollar
for dollar basis; the rate times the insured value very simply
determines the premium. In the case of some other coverages, for
example, auto liability, the added premium cost of increasingly
higher limits is not nearly on a scale approaching a dollar for
dollar basis and the wasted cost of over-insuring is therefore not
nearly as great. The potential costs of under-insuring, however,
remain the same.
It should not be inferred, of course, that a CPA should not ques
tion the basis on which values for protection of assets other than
tangible properties have been established. In the area of liability
to third parties, for example, less exact methods of risk determina
tion may be available and therefore “opinions” as to maximum
risk often become the key to the amount of coverage selected.
This point can be illustrated by two similarly situated companies.
Each has the same number of owned vehicles; each will drive its
vehicles the same number of miles in the same general area. Yet
one will place its public liability insurable limit at $500,000, the
other at $1 million. Why? Opinion? This, however, does not
eliminate the usefulness of a CPA’s review of the limits established
for third-party risks. While the CPA may feel unqualified to advise
management on the amounts of coverage that should be carried
for, say, products liability insurance, he can nonetheless investi
gate the basis of determination, and often, through his intimate
knowledge of the business operations or changes which have
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occurred or will occur therein, aid those responsible for establish
ing or revising limits.
Let us turn now to the establishment of insurable values of
physical properties. The CPA is probably more aware than anyone
of the variations generally existent between book values and in
surable values. The CPA, too, understands better than anyone
how accelerated depreciation of properties, fast write-offs of
emergency facilities and so forth can contribute significantly to a
disparity between book and replacement values. Price-level
changes—constantly upward in recent years—also work to con
tinually widen the gap between book value and cost of repro
duction.
Insurable values, then, must be under periodic review as the
result of age, obsolescence, major decline or increase in utility
of property, conditions and variations in replacement costs. By
what method have the client’s insurable values been established?
If it has been by guesswork, or even educated guesswork, what
might the CPA advise his client to do to assure that the insurable
values are proper? He could suggest that the client take any of
the following steps, depending on particular circumstances:
1. Through use of the company’s general accounting records,
which, of course, would include its property records, make a rela
tively detailed study of its properties in order to better determine
correct insurable values. This, coupled with a physical review of
major items, would probably amount, however, to little more than
a simple, although inexpensive, method of testing the guesswork.
It could provide little more, for the test would be handicapped by
the probability that the property records might not be complete
in the first place, would probably include noninsurable values in
some cases, and would probably not include the value of prop
erties or improvements which were not capitalized. The book
values of the assets, after reflection of depreciation provisions
which are improper for insurable value purposes and with no
change in economic value built into the “net asset value,” would
provide little basis for determination of a sound insurable value or
a satisfactory basis of settlement in the event of loss. The best to
be said for this method is that it would be better than sheer guess
work and would probably point up the need to go further.
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2. Using the foregoing as a starting point, then, the client
could improve upon it by making his own appraisal of the prop
erties. Such a step could lead to the establishment of formal
property records for insurance purposes. If the appraisal was con
ducted by relatively well-informed engineering personnel, it could
be a valuable move. It would have the advantage of having the
values established by people with a technical knowledge of the
special factors involved, and it would not be particularly expen
sive. On the other hand, the client’s own personnel would assum
edly not be professional appraisers, and their valuations might not
be accurate, nor therefore acceptable other than as a guide in the
settlement of losses. This type of inventory and appraisal of prop
erty could, nonetheless, be a step that a small business would be
glad it had taken, if a loss occurred.
3. The company that feels the need to eliminate the disad
vantages of having its own personnel perform the appraisal can be
advised to consider having an independent appraisal made. The
client, on the basis of the unbiased values assigned by a knowl
edgeable independent appraiser, will have eliminated the fears
that (1) his own personnel may have erred in their valuation, or
(2) that its own valuations may be less acceptable to the insurer.
The independent appraisal provides him with the further security
in knowing that the appraiser can be on hand to assist in effecting
loss settlements. A CPA recommending that an independent ap
praisal be made must keep in mind that such a step requires a
dollar investment which many smaller businesses may feel to be
expensive. Further, the appraisal itself will become obsolete if it
is not kept up to date. While the costs of updating are not nearly
as extensive as the initial outlay, the client must recognize the cost
obligation of keeping independent appraisals current if maximum
benefits are to be realized.
4. For the client that balks at the expense of independent ap
praisals the CPA can advise that the insurance carrier be asked to
appraise the insured properties. Here the cost will sometimes be
borne by the insurer (usually by factory mutuals) and there is
obviously no question that the values would be acceptable in loss
settlement. There is probably no better way to be assured of a
relatively quick agreement in settlement, on the basis of reason
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ably proper values, established at little or no cost to the client.
The reader should not infer that an appraisal conducted by
either an insurer, the insured or an independent party is merely to
be prepared, glanced at and quickly filed in a fireproof safe. Many
of the disadvantages that exist in the various types of appraisals
can be overcome if all of the parties involved jointly review the
findings and establish a meeting of the minds in respect of the
values before losses occur.
In summary, then, the CPA without special experience or train
ing is not in a position to physically check or appraise insurable
values. Every CPA, however, is in a position to investigate the
basis on which the insurable values have been established and is
in a position to inform management when the methods used do
not appear to have done a proper job.
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A R E P R E M IU M S A V I N G S P O S S IB L E ?

I t is in the area of premium cost reduction that a CPA’s advice
will always fall on attentive management ears. There are often
many opportunities and possibilities for reducing the cost of the
insurance coverage of the small business. This section of the
bulletin will briefly discuss a few of the principal methods of
reducing premium costs. None of them are particularly technical.
If they become so the insurance specialist can be consulted to
evaluate whether the premium reduction idea the CPA has sug
gested will in fact fit into the insurance program. Again, however,
the alert CPA, through his special knowledge of his client’s busi
ness, often is in a position to recommend that one or more of the
following premium saving techniques be investigated.
It is neither possible nor practical in this bulletin to dwell on
or provide detailed explanations of all of the possible cost saving
techniques. If the CPA uses the following as a check list when
reviewing his client’s insurance program, his basic knowledge of
insurance, and consultation with the specialist, if necessary, as to
the technical applicability of the cost saving device, can often
serve to bring down the cost of his client’s insurance.
It is obviously not the purpose of this section to recommend
“over-economy” in insurance. It is a basic premise that over
economizing at the potential expense of inadequate coverage is
unwise. Within the framework of this premise it is suggested,
however, that a CPA give consideration to the following methods
by which premium cost may often be reduced:
1. Selection of the insurer. Under certain conditions a client
may be able to reduce premium cost by transferring insurance
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coverage from one insurer to another. There are three principal
sources of insurance which are used by small business—mutual
companies, stock companies, and reciprocals.
A mutual company operates on the principal that every policy
holder is a shareholder. Profits are distributed to the policyholders
in the form of dividends which reduce an insured’s premiums. At
the same time, an insured may be contingently liable for addi
tional premium assessment should the mutual company show a
loss. Mutual policies are frequently sold directly, that is without
an intervening broker, and are therefore often able to operate with
a lower expense ratio.
Stock companies, as the name implies, are owned by stockhold
ers who are not necessarily insureds. Stock companies, however,
have formed certain groups such as the Factory Insurance Asso
ciation (F.I.A.) in order to underwrite insurance for preferred
risks, a practice many of the mutuals favor, and this source of
insurance, regardless of whether a mutual or stock company asso
ciation offers it, can usually be particularly economical.
An insurance reciprocal is like a joint venture in which a number
of property owners combine in order to insure each member of
the group for loss. The business that wishes to enter an arrange
ment of this type will do well to seek the aid of a professional
insurance adviser and give the proposed arrangement close
scrutiny. The operation of a reciprocal is conducted by a manager
who is often a member of the Associated Reciprocal Exchanges.
The reciprocal, probably needless to say, is conducted at cost,
with the result that the premium contributions are often less than
those required to purchase similar insurance in the open market.
A reciprocal usually attempts to obtain “select risks” as members,
which is additionally responsible for lowered premium cost.
Which type of insurer each small business should seek is a ques
tion that a CPA cannot answer without investigation. Premium
cost to cover the same risk will often vary depending on which
type of insurer is carrying the risk. But there may be a special
reason for this. One insurer may provide a lower premium to a
small business for a coverage in which it specializes. On the other
hand, this insurer may not offer a desirable broadness of coverage,
and many small businesses will do better cost-wise, overall, with
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one insurer who can agree to carry many or all of the insurance
risks.
Another consideration to be taken into account in selection is
whether the utilization of a broker in purchasing insurance, which
some may feel is an added cost they are indirectly absorbing
through premium, might be only an insignificant cost if really any
cost at all, when the assistance a broker can provide in loss settle
ment is considered. In other words, it is not the purpose of this
bulletin nor is it possible to attempt to define which type of carrier
should be selected in all of the various small business risk situa
tions that exist. It is the purpose of this bulletin, however, to alert
CPAs to the basic variations within the principal sources of insur
ance and to remind them that choice of insurers can be an im
portant consideration for a small business client. It is often fruitful
when a CPA who is familiar with the variations in available in
surer’s offerings evaluates the extent of the risks offered by his
client and gives thought to the premium or other benefit that
might accrue through a switch of insurance carriers.
2. The use of co-insurance. If a business is willing to share some
part of the risk with an insurer a reduction of premium is generally
possible. Policies with co-insurance clauses can be purchased
which call for co-insurance at say, 90 per cent or almost any lesser
percentage. The rate of insurance per dollar of coverage will
increase as the co-insurance rate is lowered, but since the amount
of insurance required is less, the premium will be less. It is safe to
assume that CPAs are familiar with the principle of co-insurance
as well as the necessity of maintaining adequate insurance when
the policies are written with a co-insurance clause. It is sufficient
here, then, to merely remind CPAs that, if their clients are 100
per cent insured to value, it is often possible to maintain adequate
protection yet reduce premiums by application of the co-insurance
feature.
3. Purchase of long-term insurance policies. Depending upon
the client’s financial circumstances and his ability or desire to
make an investment in prepaid insurance and/or long-term insur
ance, premium savings are possible. Bank financing can sometimes
be arranged for this purpose. Substantial premium discounts are
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common in the purchase of a long-term policy. Further, the pur
chase of a long-term policy not only results in savings as a result
of the prepayment and acceptance of a longer term contract, but
will often save premium cost as the longer term provides the pur
chaser with a hedge against constant rate increases in the current
inflationary trend. Before making a long-term commitment, how
ever, the facts must be weighed in such case and the effect of
invoking the short-rate cancellation clause must also be given
some consideration.
If the client, however, continually purchases his insurance on a
short-term basis without apparent reason, the CPA might valuably
remind his client of the savings potential in long-term insurance.
4. The purchase of blanket coverage instead of individual cover
age. The use of blanket coverage has been mentioned previously
in this bulletin and included among the illustrations is one devoted
to the blanket insurance principle (p. 74). The principle of blanket
insurance is simple. It merely involves, for example, the covering
of a building and its contents or several buildings and their con
tents under one fire policy instead of two or more. When several
locations are involved, a single policy providing coverage for all
locations can generally be cheaper than separate policies for each.
When the co-insurance factor is injected into the blanket policies,
as borne out by the illustration contained in this bulletin, the
premium savings through blanket insurance can be even more
material.
5. The use of self-insurance and deductible clauses. Many large
businesses, today, save money by self-insuring. A larger business
with adequate financial resources will often elect to assume even
significant risks if the assumption of such risks will not under
catastrophic conditions financially imperil the company. While
self-insurance of certain risks may be possible in the small busi
ness, it is doubtful that it has nearly the application that it has in
the larger business. It is often applicable, however, for in many
small business situations risks are scattered and are of an extent
not truly worth while of coverage. Plate glass insurance, in many
cases, is illustrative of a risk which, if scattered in a small business
operation, is worth while to self-insure.
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The principle of self-insurance, however, is also available to the
smaller business through the use of the deductible clause. If a
smaller business is willing to assume a portion of a risk it may do
so by having the deductible clause feature written into many of
its policies. In those types of insurance wherein the deductible
clause may be included, it will always result in a premium saving.
This is a cost-saving feature, usually not substantial in relation to
the risk being covered however, which is often overlooked by the
purchaser of insurance. The CPA who finds a client who is not
utilizing this feature can do well to advise his client of its potential.
6. Reporting-type policies. Where insurable values are subject
to significant variations during the course of a business year, it is
often possible to reduce premium cost as well as obtaining full
coverage by reporting periodic, insurable values. This, in effect,
simply eliminates the cost paid to insure values between the
amount of the maximum insurance established and the amount of
the actual value on hand at any given time. The reporting-form
type of policy is particularly applicable to the insuring of inven
tories and shipments but is also applicable to some other types of
insurance such as accounts receivable and, less often, business
interruption. This can be an important cost-saving technique in
many situations and will also provide assurance of full coverage.
The CPA should keep it in mind.
For those clients that use reporting-form type policies, a review
of the clients’ reports sometimes can also be fruitful. A small busi
ness recently suffered an uninsured loss because it had continually
neglected to include the value of supplies in its monthly report.
Had the report been reviewed by a second person, this deficiency
would likely have been discovered.
7. Bringing down the insurance rates. There is no fixed formula
for determining, say, fire insurance rates. The rates charged should
be reviewed in connection with all of the insurance purchased by
the client. It is in respect of fire insurance, however, that the most
can be done.
Fire rates are usually the result of a collection and analysis by
rating bureaus of data concerning the loss experience of all com
panies in various locations by different classes of risk. The two
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important elements which are always taken into consideration are
the geographic location, including its proximity to “bad” risks,
and the type of structure. Each insured can obtain from his local
rate making agency a schedule which will show how the rates
applicable to his properties were developed.
Every insured has the opportunity to influence to some extent
the rates applicable to his coverage and often the cost of under
taking loss prevention methods is recovered many times over
through savings in premium. Before expanding on this, it is well
to note that a CPA can often help a client by being sure that the
classification of the client’s property for rating purposes has been
made correctly.
It is not possible to discuss in detail all of the fire prevention
methods and/or changes which can be made in a client’s plant to
bring down his insurance rates. The CPA, however, should review
to determine just what, if any, effort has been made in this direc
tion. If none or few have been taken, a client is often well advised
to call in the insurance company or its insurance agent to see what
rate change could be effected if, for example, sprinkling were
installed. Or what would happen to rates if certain combustible
materials were placed in a newly constructed fire-proof brick
vault? Or what recommendations would your insurer or agent
make in order to bring the client’s rates down? It is often possible
to recover the cost of plant improvements made to reduce fire
rates through premium saving in a short period of time. The CPA
should alert his client to such possibilities if they appear to exist.
Bringing rates down on other types of insurance can also save
premium cost. For example, under those policies which are based
on payrolls, rates most often vary with the duties of the employees
and are affected by the different degrees of hazard offered. Work
men’s compensation insurance is a simple example of this. Errors
in classification can often bring about incorrect high premium
rates. If a CPA will take the time to scrutinize the classifications
so assigned to the insured, he will often find opportunities for
classification changes which will result in lower premiums. In con
nection with workmen’s compensation insurance, this is a good
point at which to remind CPAs of the payroll limitations with
respect to overtime premium and salaries in excess of a specified
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weekly amount, which are placed on premium computation in
certain states. Workmen’s compensation premiums, particularly in
the smaller business, are sometimes computed on the basis of selfreporting to the insurer, but more often subject to audit by the
insurer. A CPA should review these reports as well as audit reports
made by insurers to ascertain that the appropriate limitations
have been recognized. One CPA was recently responsible for
effecting a $1,500 refund of disability insurance only because his
review of the client’s workmen’s compensation and disability
reports indicated that vacation and holiday wages had not been
properly excluded from the premium basis. Another CPA recently
suggested to a client that he obtain a monthly reporting-type
workmen’s compensation policy, which resulted in elimination of
the large deposit ordinarily necessary. This can sometimes be
arranged to the advantage of small businesses that are limited as
to working capital.
In respect of workmen’s compensation insurance particularly,
although it applies to other types of insurance as well, the im
portance of obtaining an experience rating should be stressed. This
is simply because the net premium charge will vary within certain
limits depending upon the loss experience, including reserves set
aside, of the insured. In reviewing the workmen’s compensation
rates, as well as other casualty policies where experience ratings are
applicable, the CPA should review carefully to determine that the
experience factor has been taken into consideration by the insurer
in determining the rate and consequent premium of the insured.
Included in this bulletin (p. 65) are several short illustrations of
how CPAs advised clients on how they could save premiums or
otherwise improve upon their workmen’s compensation programs.
In respect of workmen’s compensation and other casualty insur
ance, it is also imperative to consider the potential of employee
safety programs. If an experience rating is to be kept favorable,
it is incumbent upon the client to keep the loss factor at the lowest
possible level. A review of your client’s industrial accidents can
often result in specific plant safety suggestions. This will often
best be accomplished by working with engineers. Workmen’s com
pensation rates in many industries, for example construction, can
be extremely high. It has been proved over and over again that
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continuous attention to safety is a material factor in reducing
industrial accidents—the effort of which is more than compensated
by reductions in premiums paid for compensation insurance. The
safety program, for example, the removal of hazardous or obsolete
machinery or the introduction of certain safety features to the
operation of elevators, use of safety helmets and fire-resistant work
clothes, can also have a material effect on the public liability insur
ance rate. If the client does not appear conscious of safety and its
effect on his premium rates, the CPA should point out this
potential to him.
The foregoing is not intended to be an all-inclusive li s t of
premium saving possibilities. There are many others, but the fore
going are believed to be the most significant. By utilizing the
foregoing as a check list in the review of a client’s insurance
program, there will be many cases in which the CPA will find
himself in a position to provide solid, constructive ideas which
will result in the reduction of premium cost.
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The need for every insured to maintain adequate insurance rec
ords—records dealing with policies, coverages, premium costs,
items insured and so forth—is apparent to a CPA and for that rea
son it will not be discussed extensively in this bulletin. It is men
tioned, however, for the purpose of reminding CPAs that their
clients should remedy deficient insurance records when they are
found to exist. Important to note, too, is that the CPA can often
find the opportunity to perform a special service for the client that
requires an overhaul of these records.
In establishing or revising a client’s insurance records, the CPA
will realize, of course, that the form of the records will necessarily
vary from company to company. The nature, form and content
will depend on the kinds of insurance coverage carried, the size of
the business, whether reporting-type policies are in effect, the
severity of risks, experience under compensation coverage, and
many other factors. The following check list, however, includes
some basic data that will typically be found in a good set of insur
ance records.
1. Insurance Coverage Information
(a )
(b )
(c )
(d )

Type of coverage
Insurer and policy number
Term of policy
Description of coverage, including details on limits and
exclusions
(e) Reporting requirements
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( f ) Description of rates, premiums, deposits, earned credits,
refunds
(g) Record of premiums paid, prepaid or accrued
2. Exposure Records
(a) Location records—which should provide continuous
data in connection with insurable values (particularly
over-all values) at all locations
(b ) Appraisal records—which should provide the data in
connection with insurable values of individual items at
all locations
(c) Record or file of reporting form values submitted
(d ) Transportation logs—which should provide data in con
nection with location of vehicles, miles driven, etc.
3. Call-up Records
These records, maintained usually on a card system basis,
should be designed to provide a complete “tickler file” on impor
tant dates within the company’s insurance program. They should
include, for example, renewal dates of policies or binders, report
ing dates, premium due dates, notices of hearings, and any other
important matters requiring follow-up. In this connection, it
should be remembered that substantial review and administrative
time can be saved if policy maturities coincide with the company’s
fiscal year. If the fiscal year is not coincident with a calendar
quarter, substantial simplicity can be obtained by placing policy
premiums based on payroll on a calendar quarter maturity date.
4. Records of Losses and Settlements
5. Claims File
These records should indicate the status of all claims, the
information submitted for claims filed, and so forth. Emphasis is
often given in these records to employee claims under workmen’s
compensation insurance which will, of course, affect experience
rating. Dates and nature of employee claims, records of hearings,
disposition of claims, etc., are also important to keep track of.
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These will enable the client to keep on top of open claims and
push for settlement, as well as providing data for the review of
experience or retrospective ratings and for the checking of
“reserves” assigned to open cases by carriers.
6. The Insurance Manual
The insurance manual is sometimes designed to include por
tions of the information enumerated above, but is generally con
fined to its principal purpose of serving as a body of systems and
procedures for the administration of the insurance program. It
should include, for example, detailed instructions for the prepara
tion of reporting forms, explanation of procedures for periodically
checking the company’s safety program and so forth.
7. The Insurance Reports
Most larger businesses, those for example with insurance
managers, generally prepare an annual report of insurance for the
use of its top management group. Some CPAs have found that,
once they have prepared an annual insurance report for the use of
their clients, management has expected and wanted an insurance
review and report in succeeding years.
While the form and content of each individual report rendered
by a CPA will be at some variance, the following are suggestions
for standard data to be included in such a report:
1. The insurance coverage as it exists and risks which are not
covered or are purposely self-insured. In this section of the report
it is also worth while to talk about the general principles and poli
cies which have been used in categorizing essential, desirable and
available coverages and the methods utilized in establishing the
insurable values.
2. The cost of insurance this year vs. prior years, by type of
coverages.
3. Rate changes and the reasons therefor which have occurred
during the year.
4. The year’s losses and recoveries and, importantly, any com
ments as to trends which may be developing.
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5. Comments on effective efforts to reduce exposures or risks,
or the lack of attention to such matters by those responsible.
6. Recommendations for changes to be effected or studied in
connection with improving the insurance program.

Summary
The insurance report is the culmination of the CPA’s review of
the insurance program. It is hoped that this bulletin has served
its intended purpose of providing CPAs with the ideas and tech
niques which they may utilize to prepare insurance reports for
their small business clients. The review of the insurance coverage
and the report will be a valuable aid to the management of a small
business. There will likewise be benefits to the CPA or firm that
expands its services to include the review of the insurance func
tion. The effectuation of insurance advice leading to better cover
age or reduced premium cost is usually not expected by the client
from the CPA and when received it almost always increases the
stature of the CPA as a business consultant.
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T he following list of twenty-eight questions relates to the fun
damentals of a successful insurance program. They concern the
basic—but often overlooked—elements which the CPA should
understand before he can be sure a client’s insurance program is
adequate.
Unless a CPA has thoroughly reviewed his client’s insurance
program to the extent that all of the following questions can be
answered "yes,” he cannot be sure that the program is even funda
mentally sound. There are literally hundreds of questions that
could be asked in the review of a client’s insurance program, but
experience indicates that examination of the answers to the follow
ing twenty-eight key questions will reveal the clues to the more
serious deficiencies. In a typical review, all twenty-eight questions
can rarely be answered “yes.” As a result, there is often a good deal
to be called to the attention of, or investigated with, a client. This,
in turn, can often lead to special reviews of the entire program.
General Questions in the CPA’s Review of the Program
1. Does management believe that the administration
of the insurance program is important enough to
warrant the personal supervision of a qualified
senior executive?
2. Is the purchase of insurance handled with care,
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Yes No

Yes

No

rather than as a routine matter not requiring spe
cial attention?
3. Is it certain that the purchase of insurance is not
made for the purpose of satisfying obligations to
relatives, friends, or to reciprocate for patronage?
4. Has a full and complete survey been made re
cently as the basis for the insurance program, and
are periodic reviews made to keep the program in
line with current needs and changing conditions?
5. Does the insurance executive appear completely
satisfied that the advice and counsel upon which
he relies in the conduct of the insurance program
is the most highly qualified?
Specific Questions in the CPA’s Review of the Program
6. Have you read and do you understand the insur
ance policies?
7. (a) Have the insured values within the policies
been selected on the basis of informed and
competent up-to-date appraisal or other rea
sonably sound valuation?
(b ) Does the client understand that it will be his
responsibility to provide evidence of the
amount of loss covered by the terms of poli
cies in event of loss, and have records accord
ingly been established?
8. Have the declarations (representations to the in
surer), within the policies been examined as to
accuracy for assurance that there are no misstate
ments that might void the policies?
9. Have the policies been inspected for the existence
of warranties which, if not complied with, may
invalidate or temporarily suspend the insurance?
10. If the policies do contain declarations or warran
ties, is there evidence that insurers or agents are
notified immediately when changes are applicable
or if compliance is impossible or impractical?
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11. Have you investigated whether there is coverage
provided for agreements or contracts with others
under or within which the client has assumed liabil
ities of others for bodily injury or property dam
age?
12. Is there evidence that care has been taken to pro
vide adequate coverage for liabilities of others
which the client may assume (contractual liabil
ity ) and negligence liability which arises out of the
acts or omissions of the client, his employees or
agents?
13. Are you sure the property of others in the care,
custody, or control of your client as a bailee or
processor is adequately insured to the extent of the
client’s liability to the owners of such property?
14. Have you investigated that all appropriate insur
ance which is required by statute, leases, union
agreements or other contracts is in effect, and does
the client appear fully aware of the ways in which
statute law and contractual obligations affect his
insurance program?
15. Have you ascertained whether there are any agree
ments or contracts with others under which the
client has released them from liability for injury
to his employees or damage to his property which
might adversely affect the insurance protection un
less the policies are specially arranged?
16. Is it ascertained that, if the client is jointly insured
with others for liability and property damage, the
client is protected as to claims against him by other
joint assureds, or by employees of the joint
assureds?
17. If the client is an additional assured under liability
and property damage carried by others, has it been
ascertained that protection will not be invalidated
by acts or omissions by other assureds which are
beyond your client’s control?
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Yes No
18. If the client manufactures, sells or distributes con
sumer products, have you ascertained that he is
protected for claims which allege injury or damage
due to defective or dangerous conditions of his
products?
19. If the client is a contractor or performs repairs or
similar services, has he made sure he is protected
from later liability claims allegedly due to the
completed work?
20. (a) Does the client’s program indicate that serious
consideration has been given to a probable
loss of income and/or additional expenses
which would result from a loss to plant, busi
ness or other income-producing assets?
(b ) Further, does the program indicate that con
sideration has been given to the loss of income
which could result from loss of stock or facil
ities of suppliers or others on whom the
client’s operation is dependent?
(c) If insurance is carried to cover these risks
(business interruption and contingent busi
ness interruption) do the amounts of insur
ance so carried appear to have been carefully
established?
21. (a) Does the client’s program indicate familiarity
with the principles of “blanket insurance”?
(b ) Are you satisfied that application of this type
of coverage could not result in broadened pro
tection and/or premium saving?
22. Are you satisfied that the program provides ade
quate protection against insurable possibilities of
consequential loss?
23. If the client is engaged in professional work or acts
as fiduciary, agent or in a similar capacity, is there
adequate professional liability coverage or similar
insurance against claims for alleged error or omis
sion?
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Yes No
24. Does the program provide a workmen’s compensa
tion policy that assures that every kind of employ
ment and every employee, including relatives and
those performing work in other states, is covered in
accordance with statutory requirements?
25. Does the client’s automobile coverage extend to
nonownership coverage in order to properly pro
tect for liabilities resulting from the use of vehicles
by employees or agents?
26. If the client sponsors teams or individuals engaging
in sports, is it certain that the attendant risks are
properly protected by insurance?
27. Have you carefully considered the effect of:
(a) the “co-insurance,” “deductible,” “average,”
and “distribution” clauses in the policies in
the light of possible misapplication to the
client’s property values?
(b) Does the client understand, if the foregoing
clauses are not employed in the property in
surance policies, that he may be overlooking
premium savings?
28. Has the “Loss Exposure Check List” included in
this bulletin (p. 32) been utilized, and are you sat
isfied through its use that no duplication or omis
sion exists in the client’s coverage?
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Workmen’s compensation insurance
C ompensation insurance is very frequently the largest single
item of insurance expense that is incurred by many businesses,
especially those whose employees are engaged in hazardous occu
pations. The CPA can very frequently find areas of cost reduction
by critically reviewing the compensation insurance policies and
invoices from carriers. There follows a series of six brief illustra
tions of services rendered by CPAs for clients which relate this
important area of coverage.

Illustration number 1
This CPA’s client (in West Virginia), at the time of inception,
was in the business of manufacturing sound devices similar in
construction to radio receiving sets. Upon examination, the em
ployees were assigned a classification of “Radio Apparatus Manu
facturing or Assembly.” At the time of the engagement of the
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CPA the company had become a very substantial producer of
miniaturized electronic instruments. Since no one had notified
either the carrier or the Rating Board of the change in operations,
the employees of this company continued to be rated as “Radio
Apparatus Manufacturing or Assembly.” The CPA questioned
this rating and after reviewing it with the insurance broker, the
carrier and the Rating Board, it was determined that the correct
classification should be “Instrument Manufacturing.” The “Instru
ment Manufacturing” classification carried a rate of 30 per cent
less than “Radio Apparatus Manufacturing or Assembly.” A sub
stantial premium refund was effected and, of course, savings in all
future years were made possible.

Illustration number 2
A CPA in California, upon making an examination of the work
men’s compensation policy and the rates assigned to the employ
ees of the client, decided to make an analysis by employee, by the
type of work actually performed by them, in order to determine
into which classification their salaries should be properly included.
He noticed that among the employees were a group who were
employed in the factory production office. This office was physi
cally separated from the factory itself, and the duties of these
factory employees comprised maintaining production statistics,
computing elapsed hours chargeable to jobs, total time worked by
employees, production scheduling, initiation of payroll changes
and other clerical duties.
Invoices for compensation insurance rendered by the carrier and
the payroll audit work sheets supporting such bills were reviewed
by the GPA. He discovered that the factory office employees had
been included in the payrolls subject to the manufacturing rate
instead of among the payrolls subject to the clerical rate. The
compensation insurance rate assigned to the clerical employees
was approximately 5 per cent of the manufacturing rate. When
this was called to the attention of the carrier, substantial retro
active adjustments in relation to the total premiums were recov
ered by the client. Since the same facts were applicable to the
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company’s liability insurance policy, which provided for the deter
mination of premiums based on payroll by classification, a retro
active refund was also obtained from the carrier of the liability
insurance.

Illustration number 3
I n many states, salaries in excess of a specified weekly amount
and the premium portion of overtime payrolls are excludable in
the determination of compensation insurance premiums. In the
State of New York salaries in excess of an average weekly amount
of $100 are thus excluded.
Most of the employees of a CPA’s client, a manufacturer of
greeting cards, were employed on a piece-work basis. Other em
ployees (clerical, designing, stock, supervisory and shipping) were
employed on an hourly or weekly salary basis. The CPA, when
reviewing the compensation insurance bills submitted by the car
rier, discovered the following:
(a) Salaries in excess of $100 had not been properly excluded.
(b ) The exclusion for the premium portion of overtime had
been improperly calculated.
The incorrect computation of excludable overtime was attribu
table to the method of record-keeping, as indicated in the follow
ing examples:
(a) A salaried employee who worked sixty hours and was em
ployed at a regular rate of $1.50 per hour would be record
ed in the payroll records as follows:
Number of Hours
Regular
Overtime
40
20

Regular
$60

Amount Earned
Overtime
Total
$45
$105

The premium portion of the earnings li ste d above was $15
( one-third of $45).
(b ) A piece-work employee who also worked sixty hours and
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had earned a total of $90 based on piece-work rates would
be recorded in the payroll records as follows:
Number of Hours
Regular Overtime
40
20

Amount Earned
Regular Overtime
Total
$90
$15
$105

Here, in computing the premium portion, one-third of the
amount shown in the overtime column, was used when in
fact the entire amount listed in this column ($15) should
have been excluded.
The CPA called the client’s attention to this error. The carrier
agreed that it would permit a refund limited to the three years
prior to the date of the notification of this mistake. This resulted
in a substantial refund to the client, and by correcting the method
of recording payrolls, this saved substantial future premiums.

Illustration number 4
A CPA was engaged by a manufacturer of toys in the State of
New York. Because of the CPA’s prior experience in this field, he
was aware of the fact that an “Industry Group” which carried its
insurance with the State Insurance Fund, a New York State con
trolled agency, had made substantial refunds of compensation
insurance premiums to the members of its group. The principle
of operation for this “Industry Group” was to have the individual
members make payments to the State Fund based on the respec
tive rates assigned to each member. The State Fund accumulated
statistics covering total revenues received from the group com
pared with total costs incurred by the State Fund. This group had
had a consistent record of revenues in excess of costs resulting
from accidents and an annual dividend was therefore paid to each
member of the group. The client when apprised of this by the
CPA, made application to join the group and received sizable
dividends in relation to its total compensation insurance costs in
all subsequent years.
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Illustration number 5
A CPA’s client in Texas is a medium-sized manufacturer of orna
mental iron work and garden furniture. A series of unusually
severe accidents had occurred which had forced his compensation
insurance rate to a very high level.
The CPA suggested that the possibility of obtaining "retrospec
tive compensation insurance coverage” be thoroughly investi
gated. The broker produced an insurance carrier who would write
this type of policy for the client. Under the terms of this policy
the client:
(a) Waived its right to statutory discounts on the amount of its
compensation insurance premiums;
(b ) Agreed to an additional assessment by the carrier in the
event that the cost of handling accident claims, loaded by
administrative and other charges provided for in the policy,
were in excess of the premiums paid by it. The amount of
such assessment was limited to a percentage of the total
premiums;
(c) Was entitled to receive a refund of its compensation insur
ance premiums in the event that the costs incurred by the
carrier plus administrative and other charges were less than
premiums received. The maximum amount of refund was
a percentage based on the total premiums paid by the
client.
The client, through its broker, insured the risk of additional
assessments, as indicated above, with Lloyd’s of London.
The CPA’s thought in advising this type of coverage was the
desire to recoup a portion of the excess premium costs that his
client would incur because of its previously poor experience, if the
experience in the current year showed an improvement. Since the
accidents which had forced the rate to a high level were both
unusually severe and unusual in number, the client expected that
a marked improvement in the incidence of accidents would be
forthcoming in the current year. Several special meetings had
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been called with the employees and supervisors in which accident
prevention was thoroughly reviewed.
As a result, there actually was a significant decline in the gravity
of employee accidents in the year following the adoption of the
“retrospective plan.” The client received a very substantial re
fund. Had the client not adopted this “retrospective plan,” the
results of improved accident experience would not have resulted
in a reduction of premium costs until the year next following the
year in which the “retrospective plan” was adopted. The plan was
adopted for the calendar year 1959. Under the retrospective
method the client received a refund of premiums paid for the year
1959. The reduction of rates resulting from improved experience
would not have been effective under ordinary compensation poli
cies until January 1, 1961.

Illustration number 6
T he CPA upon reviewing the compensation insurance rates
assigned to his client in Florida, noticed that the rates over the
prior year had been increased because of poor experience. After
receiving permission from the client, the carrier was contacted by
the CPA and asked to produce its rating sheet which was used to
determine the rates assigned. The CPA also asked for a list of the
names of all of the employees, the dates of the accidents, the
nature of the accidents and the costs incurred by the carrier in
connection therewith.
Upon receipt of the foregoing data, it was noticed that the car
rier had assigned significant amounts of costs that it had antici
pated would be incurred in connection with several employee
claims that were still in the process of settlement. A thorough
review revealed that the amounts set aside by the carrier were
excessive. Agreement was reached with the carrier as to a proper
amount that should be set aside for unsettled cases; with the result
that rates were substantially reduced—resulting in a savings to the
CPA’s client.
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Other areas of insurance savings:
Illustration number 7
A small chain of retail stores carried coverage for plate glass
destruction. Their CPA reviewed the cost of this coverage with
the client who agreed that it would be appropriate to cancel this
coverage entirely and assume the risk of replacement. The client’s
conclusion was based on historical facts that allowed it to be safely
anticipated that the costs incurred by the client would be consid
erably less than the amount of annual insurance premiums.

Illustration number 8
T he client was a fabricator of heavy steel beams. The CPA
noticed that the insurance policy covered inventories against
destruction by fire and other casualties (extended coverage en
dorsement). The CPA suggested that this type of coverage was
completely unnecessary because it was unlikely that any damage
to the steel would incur as a result of a fire, hail storm, etc. The
same client carried a fire and extended coverage policy on its fab
ricating plant and offices. The broker agreed with the CPA that,
since there was very little risk of casualty loss, one of the com
panies specializing in reduced rate coverage might be interested
in placing insurance on this property. After a short time the
broker discovered that the Factory Insurance Association (F.I.A.)
would cover the client at a savings of approximately 75 per cent
of the then annual premium.

Illustration number 9
A CPA was notified by his client that it was contemplating the
construction of a new plant. The CPA suggested that the plans be
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submitted to several of the insurance companies specializing in
low cost insurance for selected risks.
An insurance company, a member of the Factory Mutuals, indi
cated that it would accept the property for coverage if certain
minor revisions were made. The client instructed the contractor
to make the revisions and enjoyed an annual savings in insurance
costs of approximately 80 per cent of those in their old plant.

Illustration number 10
T he CPA, upon being engaged by a manufacturer of ladies’ gar
ments, reviewed the insurance policies carried by the client. He
noticed that the fire insurance policy was not endorsed for “con
sequential damage” that would result from the destruction of the
completed portion of part of a garment, the destruction of a par
ticular size of a certain style or the particular color of a particular
style. Since any of the above happenings could result in significant
losses to the client, the carrier was instructed to endorse the policy
to cover the client against such losses.

Illustration number 11
T he client operated a chain of small stores and two larger units.
The CPA made a thorough evaluation of the insurance costs relat
ing to the coverage of business interruption losses. He also con
sulted with the client as to how much time would be required, in
the event of a substantial fire or related disaster, to put the stores
back into full operation.
Based on these facts, it was decided that the small stores would
insure their inventories at full retail value and the larger stores
would continue to carry business interruption insurance. The
rationale behind the client’s decision was that the payment for the
destroyed merchandise at full retail would not expose the client
to any loss because of the relatively short period required to get
back into full operation. Since this was not true of the larger
stores, the business interruption insurance was continued.
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Illustration number 12
T he client, a retailer, had a rather erratic history of earnings.
Each year an estimate was made of what the business interruption
insurance requirements for the year then beginning would amount
to. It was apparent, however, that in the event profits exceeded
expectations the client would be a co-insurer in the event of a
covered catastrophe and would have paid an excess premium in
the event that profits were below expectations. The CPA reviewed
this problem with the broker and a policy with a premium adjust
ment clause was obtained. This policy provided for the payment
of a deposit premium based on anticipated profits. At the end of
the year actual figures were developed. The premium was based
on such actual figures. In the event the deposit premium was in
excess of the actual premium, then 90 per cent of the excess would
be returned to the client. In the event that the deposit premium
was less than the actual premium, then the client would be re
quired to make an additional payment to the carrier.
Under the terms of this policy, the carrier could not at a time of
loss assert that the client was a co-insurer. The CPA was thus able
to be instrumental in obtaining full coverage for his client for this
important business risk exposure.
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A N IL L U S T R A T I O N O F H O W A C P A A D V I S E D A
S M A L L E R B U S I N E S S C L IE N T O N T H E
E F F E C T IV E A D O P T IO N O F B L A N K E T IN S U R A N C E

A partner of a medium-sized CPA firm in the Far West had at one
time been asked by the firm’s largest client to assist them and their
insurance agent in establishing proper insurable values. This was
to be done in connection with a revised plan of “blanket insur
ance” which the agent had proposed for the insurance manager’s
consideration. The CPA became quite familiar with the principles
of blanket insurance through this experience, and after working
with the insurance agent and their large client’s insurance man
ager, it became quite apparent to the CPA that blanket insurance
would not be of value only to a big business. In many circum
stances, as the agent and insurance manager confirmed, a small
business would be able to apply blanket coverage insurance for
reduced cost and often obtain improved protection at the same
time.
A few months after this experience, the CPA was reviewing the
audit work papers of one of the firm’s smaller business clients, The
Somme Co., a manufacturer of dishes whose sales ran about $1.6
million annually. He noted from the work papers that similar in
surance was often purchased through two insurance agents and
certain coverages were also purchased directly from an insurance
company. He knew from past experience with this client that the
over-all insurance program was not reviewed regularly, and while
the CPA knew that Jack Somme, a vice president of Somme Co.,
had from time to time made sure that basic coverages appeared
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adequate, little else had been done by him other than to occa
sionally inspect and file periodic renewals of policies and approve
the invoices for payment.
It appeared to the CPA that insured values were extremely con
servative, or in other words, he felt they might be far too high.
He had found this practice to exist in some smaller businesses in
the past, due perhaps to the fact that the busy officials in charge
of insurance compensated for their lack of (1) technical knowl
edge of insurance and knowledge of proper insurable values and,
(2) time available to spend on insurance matters, by adopting a
definite “rather be safe than sorry” coverage policy. The CPA
further noted that the coverage of inventories was not under a
periodic reporting form of policy. Knowing the company opera
tion intimately, he knew that inventories were subject to relatively
radical fluctuation throughout the year and a reporting-type
policy, therefore, might lead to significant premium economy.
The CPA’s staff man in charge of the job had not noted whether
the policies contained co-insurance clauses, but another look a t
the policies a few days later disclosed that there were no coinsurance provisions in the policies.
The CPA was convinced he could perform a valuable service by
making mention of these points in his management letter, together
with the suggestion that the present insurance program be re
viewed and discussed in more detail when Jack Somme had an
early opportunity to sit down with the CPA.
The discussion was quick in coming. The CPA reiterated the
points in his letter and among the many insurance matters dis
cussed, the most important in terms of final results, was the
CPA’s recommendation for obtaining proposals of a plan of
blanket insurance. W hether such a plan could be effectuated with
either of the present agents or the insurance company with whom
they were dealing directly would, of course, require determina
tion. Actually, the CPA suggested that discussion with each of
them be held in order that all of their viewpoints on the technical
aspects of such a revised program could be heard, and their pro
posals compared. The CPA made no pretense during his presenta
tion of being an insurance expert. To the contrary, he made it
clear to his client that the practicability of his recommendations
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would necessarily involve the further evaluation and advice of
insurance men that were in fact experts.
In explaining blanket insurance to Jack Somme, the CPA
spelled out its many advantages in respect of coverage as well as
the potential premium savings often available. He defined blanket
insurance as simply meaning that it included as covered a group or
class of assets wherein the coverage was effective or applicable
in substantially all, rather than certain specified instances or con
tingencies. In other words, it grouped a number of risks within
a single blanket policy, which in effect became “comprehensive”
insurance. As a matter of fact, Somme’s comprehensive liability
policy was described right within the policy itself as a “blanket
liability” policy. The analogy of this policy, which Jack Somme
understood, made blanket insurance simple for him to understand
in respect of the same type of coverage for stock, buildings, equip
ment, etc.
W hat advantages would this type insurance have, the CPA was
asked? The CPA enumerated the following potential advantages:
1. It could provide a simplified method of consolidating in one
package the insurance on a number of properties in contrast to a
corresponding number of specific insurances. This, of course,
could permit easier administration of the insurance.
2. He explained further that since blanket insurance could be
applied broadly to all real property, or to all personal property or
to all property, both real and personal, it is all inclusive and con
sequently eliminates the danger of omission of insurable coverage
upon any property of the kind insured at specified locations. To
make sure this was accomplished by means of specific policies or
separate items of insurance was a constant responsibility since it
was necessary to be certain that insurance was applied to each and
every property that required coverage. Blanket insurance does
away then with a problem that is impracticable, if not almost
impossible, under constantly changing conditions.
3. The CPA also pointed out that blanket coverage would elimi
nate any controversy in the application of the insurance in the
event of loss. For example, he told Jack Somme of a difficult
settlement situation he had seen in which a business which sepa
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rately insured, as many do, both buildings and built-in equipment
that were not readily distinguishable. The building had been in
sured under one policy, and the equipment in the building under
another policy, written by another insurer. Part of the equipment
destroyed was a conveyor system which, while a built-in part of
the building, was carried on the company’s books as equipment
and the value had been included in the equipment insurance cov
erage. Upon loss, a serious difference of opinion arose between
the respective insurers and it appeared for a while that the in
sured might find himself technically uninsured. Fortunately, the
problem was resolved, but the difficulty would not have arisen
at all if the building and equipment had been insured under
blanket coverage.
The CPA mentioned another problem situation he knew of
which could have been avoided when a manufacturer of equip
ment occasionally converted some of his own products for his own
manufacturing use. Upon loss, the insurer of the inventory dis
claimed responsibility, as did the insurer of the equipment. This
insured, after this episode, immediately placed the coverage of
both classes of property under blanket coverage.
4. Another advantage of blanket insurance is that it permits a
free movement of insured property between locations covered
under the policy. This factor usually eliminates to a great degree
the need for constantly adjusting specific insurance to changing
conditions.
5. And further, said the CPA, when stock is covered under a
reporting form of policy requiring periodic, usually monthly,
reports or statements of value, blanket insurance often permits
the filing of only one such statement of values for all locations
combined, thus eliminating what is often a hardship of constantly
breaking down and computing values at separate locations. The
CPA also reiterated at this point that a reporting type of policy
would probably be a valuable revision in Somme’s present insur
ance program.
The CPA next discussed the possibilities of premium savings
which, of course, might be considered the biggest single advantage
to Somme if savings could, in fact, result. In this area, certain
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technicalities arose which the CPA suggested be discussed with
insurers or their representatives, but at the same time informed
Jack Somme of what savings he believed might be worked out
with safety of coverage.
The CPA indicated that he believed significant savings could
occur if blanket coverage was permitted to be written at 90 per
cent insurance to total value and the properties included were not
subject to single total loss. In other words, under this arrangement
100 per cent recovery as to any one property would be available,
but insurance of only 90 per cent of the total value of all the
included properties would be carried. The CPA cautioned that a
pro-rata distribution clause, often found in blanket policies, the
effect of which apportions the total insurance to the various
properties, could eliminate the possibility of saving. He indicated
that they would make clear to the insurers to whom they would
take the problem that Somme would not want to have such a
clause written into their proposals.
The CPA felt that Somme’s operation particularly lent itself to
a plan of the foregoing type, for the following reasons:
Somme Co. occupied six buildings ranging in insurable value
from about $9,000 to $110,000. They were well spaced, were of
relatively good construction and under good fire protection. Jack
Somme agreed with the CPA that, while the entire plant could be
seriously damaged by a single loss, it was inconceivable that the
entire plant would be subject to total loss. Any one of the build
ings and its contents, however, was subject to a total loss.
Jack Somme was sold on the potential of the CPA’s recommen
dations and authorized him to call one of Somme’s insurance
agents, as well as the insurance company with whom they did
business. Jack Somme believed the CPA was far more conversant
with the situation than he, even after the explanation he had
received, and preferred that the CPA follow through to the point
at which proposals were available for his review. He further
authorized the CPA to make a check of certain of the fixed-asset
records in connection with reviewing insurable values and also
drew in his engineering department, for the CPA indicated that
he and the insurer’s representatives would probably need infor
mation and other engineering assistance.
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The CPA contacted both the agent and the insurance company
and both indicated that they could submit proposals under the
blanket arrangement the CPA suggested. Both representatives
visited the properties prior to the submission of proposals.
It is necessary here to minimize much interesting detail that
went into the information gathering process, safety conditions and
so forth that Somme agreed to observe, for space will not permit
its inclusion.
Rather, we will turn to the proposal which was finally accepted
by Somme.
In order to understand the proposal, it is necessary that the
insurable properties first be shown. They were as illustrated in
the chart on page 80.
As to the values shown in the chart for buildings and equipment,
appraisals were effected by the prospective insurers. They worked
closely with the Somme engineering department and the CPA
who had investigated, reorganized, and now had a complete
knowledge of the contents of Somme’s property ledgers. The
appraisal was of primary importance to assure proper coverage
and the avoidance of a possible co-insurance penalty.
On the basis of the insurer’s engineering survey, it established
a specific insurance rate to apply to each building and its equip
ment individually. These rates were, in turn, used to determine
a weighted average for all of the buildings and equipment to be
covered by the broad form blanket policy. The insurance coverage
of the buildings and equipment was planned to provide sub
stantial insurance of 90 per cent of total plant value which would
apply to all property, real and personal (except stock), but with
the insurance applying in full to the total value of any one building
and equipment therein.
Careful estimates were made of the average inventories of stock
in each building in order that a weighted average rate could be
computed and used under the blanket provisional reporting policy.
The total of the individual inventory averages was established to
serve as the base amount of the blanket stock cover, with an
adequate over-all limit of insurance provided. The CPA prepared
most of these figures for the insurer from Somme’s records, and
additionally prepared a “dummy set” of monthly value reporting
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forms and made sure that an accurate and workable system of
reporting by Somme was established, as well as provision for a
continuous check on the relation of the adequacy of the over-all
insurance limit to actual values.
A schedule of premium savings effected follows on page 81.
Building 1
(Manufacturing)

Building 2
(Manufacturing)

Building Value
$110,000

Building Value
$80,000

Building Value
$50,000

Machinery and
Equipment Value
$65,000

Machinery and
Equipment Value
$50,000

Equipment
Value
$12,500

Stock—Average
Value
$35,000

Stock—Average
Value
$35,000

Stock—Average
Value
$27,500

Building 4
(Finished Goods
and Shipping)

Building 5
(Office)

Building 6
( Garage)

Building Value
$65,000

Building Value
$20,000

Building Value
$9,000

Equipment
Value
$20,000

Equipment
Value
$15,000

Equipment
Value
$3,500

Stock—Average
Value
$35,000
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Building 3
(Receiving
and Storage)
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..................................................................

..................................................................

..................................................................

..................................................................

..................................................................

..................................................................

B ld g . 1

B ld g . 2

B ld g . 3

B ld g . 4

B ld g . 9

B ld g . 6

SCHEDULE 1

B u ild in g

3 ,5 0 0
$ 1 6 6 ,0 0 0

$ 3 3 4 ,0 0 0

1 5 ,0 0 0

2 0 ,0 0 0

1 2 ,5 0 0

5 0 ,0 0 0

$ 6 5 ,0 0 0

E q u ip m e n t

9 ,0 0 0

2 0 ,0 0 0

6 5 ,0 0 0

5 0 ,0 0 0

8 0 ,0 0 0

$ 1 1 0 ,0 0 0

_

____________ V a lues ___________

$ 1 3 2 ,5 0 0

—

—

3 5 ,0 0 0

2 7 ,5 0 0

3 5 ,0 0 0

$ 3 5 ,0 0 0

S to c k

Cost of New Coverage at Old Rates— Specific
Coverages Without Co-insurance
B u ild in g

$ 1 4 ,1 0 8 .7 0

1 ,4 0 0 .6 0

4 ,5 0 5 .8 0

$ 8 ,2 0 2 .3 0

1 9 4 .0 0

3 2 0 .0 0

1 ,5 2 4 .6 0

1 ,1 2 0 .0 0

2 ,0 5 5 .7 0

$ 2 ,9 8 8 .0 0

(3 y ears)

$ 4 ,5 0 5 .8 0

8 8 .4 0

2 4 0 .0 0

4 7 9 .0 0

2 6 0 .3 0

1 ,4 6 4 .0 0

$ 1 ,9 7 4 .1 0

(3 ye a rs)

E q u ip m e n t

—

—

3 4 8 .4 0

2 6 9 .0 0

4 0 7 .2 0

3 7 6 .0 0

$ 1 ,4 0 0 .6 0

$

S to c k
(1 ye a r)

It should be kept in mind that the foregoing schedule is a sum
mary of the cost to insure the newly determined values at the rates
contained in the old policies. As the CPA had suspected, based on
the new appraisals which are used in the foregoing schedule,
Somme was substantially overinsured. Somme had paid a total
of $18,218.12 for coverage of these properties, so even if the
old type coverage had not been replaced, but realistic amounts of
insurance purchased, a three-year saving of $4,109.42 ($18,218.12$14,108.70) could have been effected. The stock had not been
overinsured in the past, so that the entire saving, in effect, pertains
to the three-year policies on building and equipment.
SCHEDULE 2
Cost of New Coverage— Specific
Coverages With Co-Insurance
B u ild in g (3 y e a rs )

E q u ip m e n t (3 ye a rs)

S to c k (1 ye a r)
$

2 9 2 .0 0

$ 1 ,4 9 4 .0 0

$ 1 ,3 1 0 .2 0

B ld g . 2

...................................................

1 ,0 2 7 .8 5

9 6 2 .2 0

3 1 2 .4 0

B ld g . 3

...................................................

5 6 0 .0 0

1 6 2 .0 0

1 9 9 .7 0

B ld g . 4

........................... ......................

7 6 2 .3 0

2 8 4 .4 0

2 6 4 .0 0

B ld g . 5

........................... ......................

1 6 0 .0 0

1 6 5 .0 0

—

B ld g . 6

........................... ......................

9 7 .0 0

6 7 .0 0

—

$ 4 ,1 0 1 .1 5

$ 2 ,9 5 0 .8 0

B ld g . 1 ...................................................

$ 1 ,0 6 8 .1 0

It can be seen from Schedule 2 that the co-insurance provision
by itself, produced three-year savings of $5,656.15 on buildings
and equipment, and annual savings of $332.50 on stock.
The insurer had developed a combined average (blanket) rate
for the buildings and equipment subject to 90 per cent co-insur
ance of $1,392 for a three-year policy.
The average rate for stock in all buildings at a 100 per cent
co-insurance rate was developed to be $1,222 for a one-year policy.
Working from the two foregoing schedules and the new rate
information, the cost savings (exclusive of those relating to re
duced limits of coverage to new appraised values) may be sum
marized as follows:
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Buildings and Equipm ent

1. Premium cost of $334,000 specific in
surance on buildings, at existing
rates, without co-insurance credits,
three y e a r s ........................................ $ 8,202.30
2. Premium cost of $166,000 specific in
surance on equipment, at existing
rates, without co-insurance credits,
three y e a r s ........................................

4,505.80

3. Total cost of $500,000 coverage at
existing rates ....................................

$12,708.10

4. Proposed premium cost for $500,000
coverage with co-insurance credits,
three years from Schedule 2 ($4,
101.15 buildings and $2,950.80
equipment) ...................................... $ 7,051.95
Three-year saving as a result of
co-insurance credits ........................
5. Proposed premium cost of blanket
policy for 90 per cent of $500,000
($450,000) with co-insurance credit
—three years ($450,000 x rate of
$1,392) ..............................................
6. Item 4 a b o v e ........................................
Additional three-year saving because
of proposed 90 per cent blanket
insurance with co-insurance credit
Total three-year saving under
blanket insurance and 90 per cent
co-insurance credit three y e a rs..

$5,656.15

$ 6,264.00
7,051.95

$ 787.95

$6,444.10
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Stock
1. Premium cost of $132,500 insurance on average
stock without blanket insurance provision or coinsurance credit, one y e a r ....................................

$1,400.60

2. Premium cost of $132,500 blanket insurance with
100 per cent co-insurance credit, one y e a r ..........

1,068.10

Saving, one y e a r ............................................

$ 332.50

Annual cost savings, then, over each three-year cycle, as a result
of a CPA’s investigation and advice approximated:
Yearly saving by reducing limits of building and
equipment coverage to new appraised values
($4,109.42 ÷ 3 ) ....................................................

$1,369.81

Yearly saving on buildings and equipment insur
ance by adopting blanket insurance and co-insur
ance ($6,444.10 ÷ 3 ) ............................................
2,148.03
Yearly saving on stock insurance, by adopting
blanket insurance and co-insurance....................
332.50
Total annual s a v in g ...................................... $3,850.34
The CPA, prior to adoption of the new program, had gone over
these prospective savings with Mr. Somme, who was obviously
pleased. Further, Mr. Somme now thoroughly understood the
other advantages blanket insurance would provide, as explained
previously by the CPA. The new program was simple and yet
provided maximum and automatic effectiveness of coverage to all
the properties. The only administrative attention that would be
required would involve increasing the single policy by 90 per cent
of any substantial new values added to the buildings or equip
ment; or if the over-all value of stock was likely to exceed the
blanket limit of coverage, it would only be necessary to raise the
one blanket limit. Stock could now be moved freely in whole or
in part anywhere within the plant premises without notice to the
insurer or changes in policies. Loss adjustments, if required,
should proceed more satisfactorily than if the loss had occurred
under any of the old policies.
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The proposal of the insurer was accepted by Somme Co. and
placed in effect almost immediately. Jack Somme was very grate
ful to the CPA for his advice and initiative in making the improve
ments in the insurance program. The CPA was grateful to Mr.
Somme too, for not only having received his authorization to
conduct a special management service engagement for his client,
but also for the fact that this particular engagement convinced
him that the insurance coverage of the smaller business, if re
viewed carefully in connection with each regular engagement, can
often lead to opportunities to perform special services.
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R E F E R E N C E L IS T F O R F U R T H E R S T U D Y

T here is a vast amount of literature to be found on the subject
of insurance. Much of it is written for the specialists within the
insurance industry and deals with highly technical aspects of the
field. It is doubtful that references to this material would be of
particular value or interest to many CPAs. The following list,
therefore, consists principally of books and articles which are more
general in their coverage of business insurance and better provide
for extended study of the areas of insurance discussed in this
bulletin. The books and articles listed are among the best that
research has disclosed to be available for use in further study or
review of the subject by a CPA. The material should also prove
excellent for use by study groups or for staff training sessions.
The American Institute’s library contains a considerable amount
of additional material on insurance, including most of its special
ized phases. Members seeking further reference material on the
subject are invited to utilize the resources of the library and the
services of its staff.
Books

General Insurance by John H. Magee, published by Richard
D. Irwin, Inc., Homewood, Illinois, 1957, 935 pages.
A comprehensive text book on insurance which provides cover
age of all of the basic phases of the subject. It includes a discus
sion of such phases of insurance as its fundamental doctrines,
background and development, and social and economic influences.
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It further provides detailed coverage of all of the elements of all
the principal forms of business insurance.
Property Insurance by Robert C. Schultz and E dward C.
Bardwell, published by Rinehart & Company, Inc., New
York, New York, 1959, 460 pages.
Another comprehensive text providing coverage of all of the
significant phases in the field of property insurance.
Insurance by S. B. Ackerman, published by Ronald Press Co.,
New York, New York, 1951, 745 pages.
A thorough text on the subject which can serve the CPA as a
practical guide to various forms of coverage and policy contracts.
Insurance Principles and Practices by Robert Riegel and
Jerome S. Miller, published by Prentice-Hall, Inc., Engle
wood Cliffs, New Jersey, Fourth Edition, 1959, 840 pages.
Both of the foregoing are thorough, well-organized texts on
insurance which can serve the CPA as a practical guide to various
forms of coverage and policy contracts in addition to providing
adequate basic information on insurance.
All of the foregoing texts will provide excellent material on
insurance principles and coverages and are recommended as
worthwhile additions to the CPA’s reference library.
“How to Buy Business Insurance,” by L eo Rosenblum,
Chapter 19 (83 pages) of J. K. Lasser’s Business Management
Handbook, McGraw-Hill Book Company, Inc., New York,
New York, 1960.
An excellent, up-to-date chapter dealing principally with busi
ness insurance considerations. The chapter includes a check list
of insurance coverages, as well as considerable important refer
ence information for a CPA wishing to review the subject.
American Management Association—Management Reports on
Insurance.
A group of booklets, each about 100 pages in length, dealing
with various phases of insurance, which have been published by
the American Management Association, 1515 Broadway, New
York 36, New York.
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Management Research Report No. 7—“Current Trends in
Corporate Insurance,” published 1958.
Management Research Report No. 19—“Insurance Costs and
Controls: A Reappraisal,” published 1958.
Management Research Report No. 27—“W hat’s New in Risk
Management?” published 1959.
Management Research Report No. 38—“Corporate Insurance:
Management and Markets,” published 1959.
Management Research Report No. 47—“Risk Management
Today: Problems, Trends and Practices,” published 1960.
Management Research Report No. 52—“Insurance Trends and
Guides,” published 1960.
Management Research Report No. 64—“Facing New Prob
lems in Risk Management,” published 1961.
These and future management reports on insurance are recom
mended to CPAs who wish to review current insurance matters
and continually stay abreast of new developments within the field.
Internal Audit of Insurance Programs. Research Committee
Report No. 9. Prepared and published by the Institute of
Internal Auditors, Inc., 120 Wall Street, New York 5, New
York, 1960,53 pages.
This report is concerned with the responsibility and method of
operation of the internal auditor in his review and appraisal of the
controls within the administration of a company’s insurance
program. As such, it can be of significant value to the practicing
CPA in reviewing the insurance programs of his clients.
Articles
“Developing a Client’s Insurance Program,” by Sol Berg
stein, CPA, The New York State Certified Public Accountant,
August 1956.
“What Is Your Insurance I.Q.?” by J ohn B. T hompson.
N.A.A. Bulletin, October 1959.
“Insurance Protection for Capital Assets” prepared by the
Insurance Subcommittee of the Accounting and Capital
Assets Committee of the New York City Control of Con88

trollers Institute of America. Published in the September 1959
issue of The Controller.
These three articles are extremely interesting as well as inform
ative. They are recommended particularly as study group or
staff training discussion material.
Pamphlets Dealing with Fidelity Insurance
1. “Fidelity Bonds—An Informative Review for Accountants
and Auditors”
2. “Safeguards Against Employee Dishonesty in Business”
3. “How Much Honesty Insurance?”
The foregoing have all been published within the last few years
by The Surety Association of America, 60 John Street, New York
38, New York. They are available at no charge.
These pamphlets, which run from 15 to 25 pages in length,
should be in the library of every CPA. They can serve as an
excellent review of this most important element of a client’s
insurance program.
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